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CAUTIONARY STATEMENT

All statements included or incorporated by reference in this Quarterly Report on Form 10-Q, other than statements or
characterizations of historical fact, are forward-looking statements. Examples of forward-looking statements include, but are not
limited to, statements concerning projected net sales, costs and expenses and gross profit margins; our accounting estimates,
assumptions and judgments; the demand for our products; the competitive nature of and anticipated growth in our industries; and our
prospective needs for additional capital. These forward-looking statements are based on our current expectations, estimates,
approximations and projections about our industries and business, management’s beliefs, and certain assumptions made by us, all of
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which are subject to change. Forward-looking statements can often be identified by words such as “anticipates,” “expects,” “intends,”
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“plans,” “predicts,” “believes,” “seeks,” “estimates,” “may,” “will,” “should,” “would,” “could,” “potential,” “continue,” “ongoing,”
similar expressions, and variations or negatives of these words. These statements are not guarantees of future performance and are
subject to risks, uncertainties and assumptions that are difficult to predict. Therefore, our actual results could differ materially and
adversely from those expressed in any forward-looking statements as a result of various factors, some of which are listed under “Risk
Factors” in our Annual Report on Form 10-K for the year ended December 31, 2010 and in Item 1A of Part II of this report. These
forward-looking statements speak only as of the date of this report. We undertake no obligation to revise or update publicly any

forward-looking statement for any reason, except as otherwise required by law.
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PART I - FINANCIAL INFORMATION
ITEM 1. Condensed Financial Statements

BALQON CORPORATION
CONDENSED BALANCE SHEETS

September 30,
2011 December 31,
(Unaudited) 2010
ASSETS
Current assets
Cash and cash equivalents $ 214,085 $ 4,407,273
Accounts receivable:
Related Parties 480,567 —
Third Parties 286,816 1,908
Costs and estimated earnings in excess of billings on uncompleted contracts 34,224 34,224
Inventories 1,980,520 1,008,270
Prepaid expenses 195,813 70,738
Total current assets 3,192,025 5,522,413
Property and equipment, net 69,429 82,473
Other assets:
Deposits 14,400 14,400
Distribution agreement with related entity, net 1,033,040 1,403,375
Trade secrets, net — 46,744
Goodwill 166,500 166,500
Total assets $ 4,475,394 $ 7,235,905
LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIENCY)
Current liabilities
Accounts payable and accrued expenses:
Related Parties $ 359,100 $ —
Third Parties 1,504,253 1,446,674
Customer deposits 1,226,253 1,159,601
Loan payable, Bridge Bank 299,941 —
Advances from shareholder 5,018 5,018
Derivative liability 791,033 955,974
Current portion of convertible notes payable 1,993,919 —
Total current liabilities 6,179,517 3,567,267
Convertible notes payable, net of discount and current portion — 1,157,431
Commitments and Contingencies
Shareholders’ Equity (Deficiency)
Common stock, $0.001 par value, 100,000,000 shares authorized,
35,641,530 and 34,942,514 shares issued and outstanding on
September 30, 2011 and December 31, 2010, respectively 35,640 34,942
Additional paid in capital 18,283,625 17,815,158

Accumulated deficit (20,023,388) (15,338,893)




Total shareholders’ equity (deficiency) (1,704,123) 2,511,207

Total liabilities and shareholders’ equity (deficiency) $ 4,475,394 $ 7,235,905

The accompanying notes are an integral part of these condensed financial statements.




FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

BALQON CORPORATION
CONDENSED STATEMENTS OF OPERATIONS

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

REVENUES:

Related Parties $ 348,118  § 104,808 $ 651,072 $ 104,808

Third Parties 486,825 17,503 799,477 559,921

Total Revenues 834,943 122,311 1,450,549 664,729
COSTS OF REVENUES (729,430) (113,275) (1,138,370) (609,876)
GROSS PROFIT 105,513 9,036 312,179 54,853
OPERATING EXPENSES

General and administrative 709,827 482,008 2,886,272 1,646,975

Research and development 130,820 63,690 424,544 187,808

Depreciation and amortization 146,490 30,276 460,534 105,311

Total operating expenses 987,137 575,974 3,771,350 1,940,094
LOSS FROM OPERATIONS (881,624) (566,938) (3,459,171) (1,885,241)
Private placement costs — (359,904) — (359,904)
Change in fair value of derivative liabilities 263,199 58,636 164,941 58,636
Interest expense (393,958) (391,354) (1,390,265) (863,422)
NET LOSS $  (1,012383) $  (1,259,560) $  (4.684,495) $  (3,049,931)
Net loss per share — basic and diluted $ 0.03) $ 0.05) $ 0.13) $ (0.12)
Weighted average shares outstanding, basic and
diluted 35,628,762 25,733,348 35,486,984 25,703,256

The accompanying notes are an integral part of these condensed financial statements.




BALQON CORPORATION

CONDENSED STATEMENT OF SHAREHOLDERS’ EQUITY (DEFICIENCY)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2011 (Unaudited)

Common Stock,
$0.001 Par Value

Additional Accumulated
Number Amount Paid in Capital Deficit Total

Balances, December 31, 2010 34,942,514 $ 34942 $ 17,815,158 §$ (15,338,893) $ 2,511,207
Common shares issued upon
conversion of notes payable 390,684 390 296,860 — 297,250
Common shares issued for cash
upon exercise of warrants 283,332 283 148,382 — 148,665
Common stock issued to

director 25,000 25 23,225 — 23,250
Net loss — — — 3 (4,684,495) §  (4,684,495)
Balances, September 30, 2011 35,641,530 § 35,640 §$ 18,283,625 §$ (20,023,388) §  (1,704,123)

The accompanying notes are an integral part of these condensed financial statements.




BALQON CORPORATION
CONDENSED STATEMENTS OF CASH FLOWS

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Fair value of common stock issued for services
Fair value of warrants granted for services
Cost of private placement
Change in fair value of derivative liability
Amortization of note discount
Changes in operating assets and liabilities:
Accounts receivable
Costs and estimated earnings in excess of billings
Inventories
Prepaid expenses
Accounts payable and accrued expenses
Customer advance
Billings in excess of costs and estimated earnings on uncompleted contracts

Net cash used in operating activities

Cash flows from investing activities:
Acquisition of property and equipment
Net cash used in investing activities

Cash flows from financing activities:

Proceeds from issuance of common stock upon exercise of warrants
Net proceeds from bank loan

Proceeds from issuance of convertible notes

Net cash provided by financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental Cash Flow Information:
Income taxes paid
Interest paid

Supplemental non cash financing and investing activities:
Conversion of notes payable to common stock

Fair value of beneficial conversion feature and warrants issued with unsecured convertible

notes
Derivative liability arising from issuance of convertible notes and warrants

Nine Months Ended
September 30,
2011 2010
(4,684,495) $ (3,049,931)
460,534 105,311
23,250 208,000
— 26,562
— 359,904
(164,941) (58,636)
1,133,738 657,490
(765,475) (165,481)
— (34,224)
(972,250) (81,731)
(125,075) 5,389
416,678 (53,968)
66,652 —
— (650)
(4,611,384) (2,081,965)
(30,410) (6,360)
(30,410) (6,360)
148,665 —
299,941 91,313
— 1,911,750
448,606 2,003,063
(4,193,188) (85,262)
4,407,273 118,635
214,085 § 33,373
— 3 _
253,938 § 223,722
297,250 § 15,000
—  § 1,500,000
—  § 771,654

The accompanying notes are an integral part of these condensed financial statements.
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BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
The Company

Balqon Corporation, a California corporation (“Balqon California”), was incorporated on April 21, 2005 and commenced business
operations in 2006. On October 24, 2008, Balqon California completed a merger with BMR Solutions, Inc., a Nevada corporation
(“BMR?”), with BMR being the survivor of the merger. Upon the closing, BMR changed its name to Balgon Corporation (the
“Company”). The Company develops and manufactures electric drive systems, charging systems and battery systems for electric
vehicles, industrial equipment and renewable energy storage devices. The Company also designs and assembles electric powered yard
tractors, short haul drayage tractors and inner city Class 7 and 8 delivery trucks utilizing its proprietary drive system technologies.

Basis of Presentation of Unaudited Financial Information

The unaudited financial statements of the Company for the three and nine months ended September 30, 2011 and 2010 have been
prepared in accordance with accounting principles generally accepted in the United States of America (“GAAP”) for interim financial
information and pursuant to the requirements for reporting on Form 10-Q and Regulation S-K for scaled disclosures for smaller
reporting companies. Accordingly, they do not include all the information and footnotes required by GAAP for complete financial
statements. However, such information reflects all adjustments (consisting solely of normal recurring adjustments), which are, in the
opinion of management, necessary for the fair presentation of the Company’s financial position and results of operations. Results
shown for interim periods are not necessarily indicative of the results to be obtained for a full fiscal year. The balance sheet
information as of December 31, 2010 was derived from the audited financial statements included in the Company’s financial
statements as of and for the years ended December 31, 2010 and 2009 contained in the Company’s Annual Report on Form 10-K filed
with the Securities and Exchange Commission (“SEC”) on April 15, 2011. These financial statements should be read in conjunction
with that report.

Going Concern

For the nine months ended September 30, 2011, the Company recorded a net loss of $4,684,495 and utilized cash in operations of
$4,611,384. As of September 30, 2011, the Company had a working capital deficit of $2,987,492 and a shareholders’ deficiency of
$1,704,123. The Company has been, and currently is, working towards identifying and obtaining new sources of financing. No
assurances can be given that the Company will be successful in obtaining additional financing in the future. Any future financing that
the Company may obtain may cause significant dilution to existing stockholders. Any debt financing or other financing of securities
senior to common stock that the Company is able to obtain will likely include financial and other covenants that will restrict the
Company’s flexibility. At a minimum, the Company expects these covenants to include restrictions on its ability to pay dividends on
its common stock. Any failure to comply with these covenants would have a material adverse effect on the Company’s business,
prospects, financial condition, results of operations and cash flows. In addition, the Company’s senior secured convertible debentures
issued between July and December 2010 contain covenants that include restrictions on our ability to pay dividends on its common
stock.

If adequate funds are not available, the Company may be required to delay, scale back or eliminate portions of its operations and
product and service development efforts or to obtain funds through arrangements with strategic partners or others that may require the
Company to relinquish rights to certain of its technologies or potential products or other assets. Accordingly, the inability to obtain
such financing could result in a significant loss of ownership and/or control of the Company’s proprietary technology and other
important assets and could also adversely affect its ability to fund the Company’s continued operations and its product and service
development efforts.
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BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES (continued)
Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenue and expenses during the reporting period. Material estimates relate to the recognition of contract
revenues and estimated costs to complete, recoverability of reported amounts of long-lived assets, and assumptions made in valuing
derivative instruments and equity instruments issued for compensation. Actual results may differ from those estimates.

Revenues
Sales of Production Units and Parts

The Company recognizes revenue from the sale of completed production units and parts when there is persuasive evidence that an
arrangement exists, delivery of the product has occurred and title has passed, the selling price is both fixed and determinable, and
collectability is reasonably assured, all of which generally occurs upon shipment of the Company’s product or delivery of the product
to the destination specified by the customer.

The Company determines whether delivery has occurred based on when title transfers and the risks and rewards of ownership have
transferred to the buyer, which usually occurs when the Company places the products with the buyer’s carrier. The Company
regularly reviews its customers’ financial positions to ensure that collectability is reasonably assured. Except for warranties, the
Company has no post-sales obligations.

Contract Revenue and Cost Recognition on Prototype Vehicles

The Company recognizes revenues using the percentage-of-completion method of accounting by relating contract costs incurred to
date to the total estimated costs at completion. This method is used because management considers costs to be the best available
measure of progress on its contracts. Contract losses are provided for in their entirety in the period that they become known, without
regard to the percentage-of-completion. The Company also recognizes as revenues costs associated with claims and unapproved
change orders to the extent it is probable that such claims and change orders will result in additional contract revenue, and the amount
of such additional revenue can be reliably estimated.

Contract costs include all direct material and labor costs. The asset “costs and estimated earnings in excess of billings on uncompleted
contracts” represents costs incurred in excess of revenues billed. The liability “billings in excess of costs and estimated earnings on
uncompleted contracts” represents billings in excess of revenues earned.

Inventories

Inventories consist mainly of raw materials and are stated at the lower of cost or market. Cost is determined principally on a
first-in-first-out average cost basis. Recorded inventories at September 30, 2011 do not include approximately $2,270,700 of batteries
and other items held on consignment from Seven One Battery Company, an affiliate of the Company’s Chairman of the Board. (See
Note 3.)




BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES (continued)

Goodwill and Intangible Assets

Management performs impairment tests of goodwill and indefinite-lived intangible assets whenever an event occurs or circumstances
change that indicate impairment has more likely than not occurred. Also, management performs impairment testing of goodwill and
indefinite-lived intangible assets at least annually.

The Company reviews intangible assets subject to amortization at least annually to determine if any adverse conditions exist or a
change in circumstances has occurred that would indicate impairment or a change in the remaining useful life. If the carrying value of
an asset exceeds its undiscounted cash flows, the Company writes down the carrying value of the intangible asset to its fair value in
the period identified. If the carrying value of assets is determined not to be recoverable, the Company records an impairment loss
equal to the excess of the carrying value over the fair value of the assets.

The Company’s estimate of fair value is based on the best information available, in the absence of quoted market prices. The
Company generally calculates fair value as the present value of estimated future cash flows that the Company expects to generate from
the asset using a discounted cash flow income approach as described above. If the estimate of an intangible asset’s remaining useful
life is changed, the Company amortizes the remaining carrying value of the intangible asset prospectively over the revised remaining
useful life. Based upon management’s assessment, there were no indicators of impairment of the Company’s goodwill or intangible
assets at September 30, 2011 or December 31, 2010.

Loss Per Share

Basic loss per share has been computed using the weighted average number of common shares outstanding and issuable during the
period. Diluted loss per share is computed based on the weighted average number of common shares and all common equivalent
shares outstanding during the period in which they are dilutive. Common equivalent shares consist of shares issuable upon the
exercise of stock options, warrants or other convertible securities such as convertible notes. As of September 30, 2011, common stock
equivalents were comprised of options exercisable into 1,416,695 shares of the Company’s common stock, warrants exercisable into
14,102,755 shares of the Company’s common stock and notes payable convertible into 3,900,758 shares of the Company’s common
stock. For the three month periods ended September 30, 2011 and 2010, common stock equivalent shares have been excluded from
the calculation of loss per share as their effect is anti-dilutive.

Financial Assets and Liabilities Measured at Fair Value
The Company uses various inputs in determining the fair value of its investments and measures these assets on a recurring
basis. Financial assets recorded at fair value in the condensed balance sheets are categorized by the level of objectivity associated

with the inputs used to measure their fair value.

Authoritative guidance provided by the Financial Accounting Standards Board (“FASB”) defines the following levels directly related
to the amount of subjectivity associated with the inputs to fair valuation of these financial assets:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Inputs, other than the quoted prices in active markets, that is observable either directly or indirectly.

Level 3 Unobservable inputs based on the Company’s assumptions.
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BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial Assets and Liabilities Measured at Fair Value (continued)

The following table presents certain investments and liabilities of the Company’s financial assets measured and recorded at fair value
on the Company’s condensed balance sheets on a recurring basis and their level within the fair value hierarchy as of September 30,

2011.

Level 1 Level 2 Level 3 Total
Fair value of Derivative Liability $ — —  $ 791,033 $ 791,033

Derivative Financial Instruments

The Company evaluates its financial instruments to determine if such instruments are derivatives or contain features that qualify as
embedded derivatives. For derivative financial instruments that are accounted for as liabilities, the derivative instrument is initially
recorded at its fair value and is then re-valued at each reporting date, with changes in the fair value reported in the statements of
operations. For stock-based derivative financial instruments, the Company uses the Monte Carlo simulation model to value the
derivative instruments at inception and on subsequent valuation dates. The classification of derivative instruments, including whether
such instruments should be recorded as liabilities or as equity, is evaluated at the end of each reporting period. Derivative instrument
liabilities are classified in the balance sheet as current or non-current based on whether or not net-cash settlement of the derivative
instrument could be required within 12 months of the balance sheet date.

Concentrations

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist principally of cash and
unsecured accounts receivable.

The Company maintains cash balances at one bank. At times, the amount on deposit exceeds the federally insured limits. Management
believes that the financial institution that holds the Company’s cash is financially sound and, accordingly, minimal credit risk exists.

For the nine months ended September 30, 2011, 24% of total revenues were from one customer. For the three months ended
September 30, 2011, 37% of total revenue were from one customer. For the nine months ended September 30, 2010, 48% of total
revenues were from one customer, the City of Los Angeles. For the three months ended September 30, 2010, 82% of total revenues
were from one customer.

At September 30, 2011, 36% of accounts receivable were from one customer while 27% of accounts receivable were from another
customer. At December 31, 2010, 65% of accounts receivable were from one customer.

For the nine months ended September 30, 2011, 20% of costs of revenue were to one vendor. For the nine months ended September
30, 2010, 58% of costs of revenue were to one vendor. For the three months ended September 30, 2011, 29% of costs of revenue were
to one vendor. For the three months ended September 30, 2010, 69% of costs of revenue were to one vendor.




BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES (continued)
Concentrations (continued)

At September 30, 2011, accounts payable to the largest vendor represented 30% of accounts payable. Accounts payable to other two
largest vendors represented 25% and 8%, respectively, of accounts payable at September 30, 2011. At December 31, 2010, accounts
payable to the largest vendor represented 42% of accounts payable balances. Accounts payable to other two largest vendors
represented 32% and 8%, respectively, of total accounts payable as of December 31, 2010.

Recent Accounting Pronouncements

In May 2011, the FASB issued Accounting Standards Update (“ASU”) No. 2011-4, which amends the Fair Value Measurements
Topic of the Accounting Standards Codification to help achieve common fair value measurement and disclosure requirements in
GAAP and International Financial Reporting Standards. ASU No. 2011-4 does not require additional fair value measurements and is
not intended to establish valuation standards or affect valuation practices outside of financial reporting. The ASU is effective for
interim and annual periods beginning after December 15, 2011. The Company will adopt the ASU as required. The ASU will affect
the Company’s fair value disclosures, but will not affect the Company’s results of operations, financial condition or liquidity.

In June 2011, the FASB issued ASU No. 2011-5, which amends the Comprehensive Income Topic of the ASU. The ASU eliminates

the option to present the components of other comprehensive income as part of the statement of changes in shareholders’ equity, and
instead requires consecutive presentation of the statement of net income and other comprehensive income either in a continuous
statement of comprehensive income or in two separate but consecutive statements. ASU No. 2011-5 is effective for interim and annual
periods beginning after December 15, 2011. The Company will adopt the ASU as required. The ASU will have no affect on the
Company’s results of operations, financial condition or liquidity.

In September 2011, the FASB issued ASU 2011-08, “Testing Goodwill for Impairment,” an update to existing guidance on the
assessment of goodwill impairment. This update simplifies the assessment of goodwill for impairment by allowing companies to
consider qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is less than its carrying
amount before performing the two step impairment review process. It also amends the examples of events or circumstances that
would be considered in a goodwill impairment evaluation. The amendments are effective for annual and interim goodwill impairment
tests performed for fiscal years beginning after December 15, 2011. Early adoption is permitted. The Company is currently
evaluating the affects adoption of ASU 2011-08 may have on its goodwill impairment testing.

Other recent accounting pronouncements issued by the FASB (including its Emerging Issues Task Force), the American Institute of
Certified Public Accountants, and the SEC did not or are not believed by management to have a material impact on the Company’s
present or future financial statements.




BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 2 - PROPERTY AND EQUIPMENT

Property and equipment consist of the following:

September 30,
2011 December 31,
(Unaudited) 2010
Computer equipment and software $ 121,680 $ 103,675
Office furniture 35,300 28,484
Equipment 35,941 30,352
Leasehold improvements 21,711 21,711
Total property and equipment, cost 214,632 184,221
Less: accumulated depreciation and amortization (145,203) (101,748)
Property and equipment, net $ 69,429 3 82,473

Depreciation and amortization expense on property and equipment for the nine months ended September 30, 2011 and 2010 was
$43,455 and $58,572, respectively.

NOTE 3 - DISTRIBUTION AGREEMENT WITH A RELATED ENTITY

On December 14, 2010, the Company entered into a three year distribution agreement (as amended to date, the “Distribution
Agreement”) with Seven One Limited (“SOL”). Under the Distribution Agreement, SOL has granted the Company the right to
distribute lithium iron phosphate batteries and high voltage charging systems manufacture by Seven One Battery Company (the
“Products”) on an exclusive basis in the United States. The Company’s Chairman of the Board, Winston Chung, is the chief executive
officer of SOL. As consideration for the Distribution Agreement, on December 14, 2010, the Company issued to SOL 1,375,000
shares of the Company’s common stock and a five year warrant to acquire 1,500,000 shares of the Company’s common stock at an
exercise price of $1.50 per share. The Company determined that the fair value of the Distribution Agreement was $1,403,375.

In January 2011, based on the terms of the Distribution Agreement, the Company received battery units valued at $2,629,800 on a
consignment basis. During the nine months ending September 30, 2011, the Company sold batteries for aggregate sales proceeds of
$423,738 with a cost of $359,100 which amount is included on the accompanying Statement of Operations. As of September 30, 2011,
the Company held the remaining battery units valued at $2,270,700 on a consignment basis.

On April 13, 2011, the Company entered into an amendment to the Distribution Agreement with SOL to correctly reflect, among other
things, the chain of distribution among the parties to the Distribution Agreement and the manufacturer of the Products.

The Company received a letter alleging that the Distribution Agreement infringes on the rights a certain party has under certain
agreements between that party and Thunder Sky Battery Limited. The Company believes that these allegations are without merit and
intends to vigorously defend against any claims brought against the Company; however, the Company could incur substantial costs
and diversion of management resources defending any such claims — even if the Company is ultimately successful in the defense of
such matter.

10




BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 3 - DISTRIBUTION AGREEMENT WITH A RELATED ENTITY (continued)

The Distribution Agreement is being amortized on a straight line basis over the three year term of the agreement.

September 30,
2011 December 31,
(Unaudited) 2010
Value of Distribution Agreement $ 1,403,375 $ 1,403,375
Less: accumulated amortization 370,335 —
Distribution Agreement, net $ 1,033,040 $ 1,403,375

NOTE 4 - LOAN PAYABLE - BRIDGE BANK

On February 25, 2009, the Company executed a Business Financing Agreement, dated February 18, 2009, with Bridge Bank, National
Association (the “Lender”) (the “Initial Agreement”). The Initial Agreement has been amended by Business Financing Modification
Agreements dated effective February 26, 2009 and August 4, 2009, respectively (the “Modification Agreements,” and together with
the Initial Agreement the “Credit Agreement”). The Credit Agreement provides the Company with an accounts receivable based
credit facility in the aggregate amount of up to $2,000,000 (the “Credit Facility”). At September 30, 2011, there was $299,941
outstanding and $313,964 was available under the terms of the Credit Facility. At December 31, 2010, no amounts were outstanding
and $1,526 was available under the terms of the Credit Facility.

The Credit Facility is formula-based and generally provides that the outstanding borrowings may not exceed an aggregate of 80% of
eligible accounts receivable. The Company must immediately pay any advance made under the Credit Facility within 90 days of the
earlier of (i) the invoice date of the receivable that substantiated the advance or (ii) the date on which the advance was made. The
Credit Facility is secured by a continuing first priority security interest in all the Company’s personal property (subject to customary
exceptions). Interest on the Credit Facility is payable monthly, at the per annum prime rate as published by the Lender plus two
percentage points, subject to a minimum rate of 6.0% per annum (6% at September 30, 2011). The Credit Agreement may be
terminated at any time by either party to the Credit Agreement.
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BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE S - CONVERTIBLE PROMISSORY NOTES

Convertible notes payable consist of the following as of September 30, 2011 and December 31, 2010:

September 30,
2011 December 31,
(Unaudited) 2010

Subordinated unsecured convertible notes payable, interest at 10% per annum payable

quarterly, due March 31, 2012 (1) $ 916,500 $ 985,000
Subordinated unsecured convertible notes payable, interest at 10% per annum payable

quarterly, due September 1, 2012 (2) 1,330,000 1,483,750
Senior secured convertible notes payable, interest at 10% per annum payable quarterly,

due September 1, 2012 (3) 775,000 850,000
Convertible notes payable 3,021,500 3,318,750
Less: note discount (1,027,581) (2,161,319)
Convertible notes payable, net of note discount $ 1,993,919 $ 1,157,431
Less: current portion of subordinated unsecured notes (1,993,919) —
Convertible notes payable, net of note discount and current portion $ — 3 1,157,431

(1) Between March 25, 2009 and June 19, 2009, the Company entered into agreements with 34 accredited investors for the
sale by the Company of an aggregate of $1,000,000 of 10% Unsecured Subordinated Convertible Promissory Notes which
are convertible into an aggregate of 1,000,000 shares of the Company’s common stock at a conversion price of $1.00 per
share of common stock, subject to adjustment. The notes are subordinated to the right to the prior payment of all Senior
Indebtedness (as defined in the notes). Additionally, the Company issued three-year warrants to purchase an aggregate of
1,000,000 shares of the Company’s common stock at an exercise price of $1.50 per share. The conversion price of the notes
and the exercise price of the warrants are only subject to adjustment based on stock splits, stock dividends, spin-offs, rights
offerings, or recapitalization through a large, nonrecurring cash dividend. During the nine months ended September 30,
2011, $68,500 in principal amount of these notes was converted to 68,500 shares of the Company’s common stock. As of
September 30, 2011, $916,500 in principal was outstanding under these notes.

The Company determined that the relative fair value of the warrants upon issuance was $639,061. The relative fair value was
determined using the methodology prescribed by current accounting guidance. The Company determined the fair value of
the beneficial conversion feature was approximately $360,939. These amounts were calculated under a Black-Scholes option
pricing model using as assumptions an expected life of 3 years, an industry volatility of 54.39%, a risk free interest rate of
1.15%, and no expected dividend yield. The relative value of the warrants of $639,061 and the beneficial conversion feature
of $360,939 was recorded by the Company as a loan discount of $1,000,000, which the Company is amortizing to interest
expense over the life of the notes. As of September 30, 2011, the unamortized balance of the note discount was $160,918.

12




BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 5 -CONVERTIBLE PROMISSORY NOTES (continued)

(2) Between February 5, 2010 and April 12, 2010, the Company entered into agreements with seven accredited investors for
the sale by the Company of an aggregate of $1,500,000 of 10% Unsecured Subordinated Convertible Promissory Notes
which are convertible into an aggregate of 1,999,993 shares of the Company’s common stock at a conversion price of $0.75
per share of common stock, subject to adjustment. Additionally, the Company issued three-year warrants to purchase an
aggregate of 1,999,993 shares of the Company’s common stock at an exercise price of $0.50 per share. In connection with
the offering, the Company issued three year warrants to purchase 15,999 shares of its common stock at an exercise price of
$0.50 per share to two accredited investors in consideration of finder services rendered. The conversion price of the notes
and the exercise price of the warrants are only subject to adjustment based on stock splits, stock dividends, spin-offs, rights
offerings, or recapitalization through a large, nonrecurring cash dividend. During the nine months ended September 30,
2011, $153,750 of the principal of the notes was converted into 204,998 shares of the Company’s common stock. As of
September 30, 2011, $1,330,000 in principal was outstanding under these notes.

The Company determined that the relative fair value of the warrants upon issuance was $731,710. The relative fair value was
determined using the methodology prescribed by current accounting guidance. The Company determined the fair value of
the beneficial conversion feature was approximately $768,290. These amounts were calculated under a Black-Scholes option
pricing model using as assumptions an expected life of 3 years, an industry volatility of between 95% and 116%, a risk free
interest rate of 1.47%, and no expected dividend yield. The relative value of the warrants of $731,710 and the beneficial
conversion feature of $768,290 was recorded by the Company as a loan discount of $1,500,000, which the Company is
amortizing to interest expense over the life of the notes. As of September 30, 2011, the unamortized balance of the note
discount was $492,894.

(3) Between July 2010 and December 2010, the Company entered into agreements with 26 accredited investors for the sale
by the Company of an aggregate of $850,000 of 10% Senior Secured Convertible Debentures (the “Debentures”) which are
convertible into an aggregate of 1,133,333 shares of the Company’s common stock at a conversion price of $0.75 per share,
subject to adjustment. In connection with this offering, the Company also issued to the investors warrants to purchase an
aggregate of 850,000 shares of the Company’s common stock at an exercise price of $0.75 per share, subject to adjustment.
The Company also issued to its placement agent warrants to purchase 68,000 shares of the Company’s common stock at
exercise price of $0.75 per share, subject to the same adjustments and terms as those warrants issued to investors.

During the nine months ended September 30, 2011, $75,000 of the principal of the Debentures was converted into 117,186
shares of the Company’s common stock. As of September 30, 2011, $775,000 in principal was outstanding under these
Debentures. Under the adjustment provisions of the Debentures and warrants, the conversion price of the Debentures and the
exercise price of the warrants were reduced to $0.64 in connection with a private placement of our common stock and
warrants in December 2010.

The Debentures are due on September 30, 2012, or at the Company’s sole discretion, on March 31, 2013 (the “Maturity
Date”) or such date as this Debenture is required or permitted to be repaid as provided in the agreement. The Debentures are
secured under the terms of a security agreement granting the holders of the Debentures a security interest in all of the
Company’s personal property.

13




BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 5 - CONVERTIBLE PROMISSORY NOTES (continued)

Each of the agreements governing the Debentures and warrants includes an anti-dilution provision that allows for the
automatic reset of the conversion or exercise price upon any future sale of common stock instruments at or below the current
exercise price. The Company considered the current FASB guidance of “Determining Whether an Instrument Indexed to an
Entity’s Own Stock” which indicates that any adjustment to the fixed amount (either conversion price or number of shares) of
the instrument regardless of the probability or whether or not within the issuers’ control, means the instrument is not indexed
to the issuers own stock. Accordingly, the Company determined that the conversion price of the Debentures and the exercise
price of the warrants are not a fixed amount because they are subject to fluctuation based on the occurrence of future
offerings or events. As a result, the Company determined that the conversion features and the warrants are not considered
indexed to the Company’s own stock and characterized the fair value of these warrants as derivative liabilities upon issuance.

The Company determined the aggregate fair value of the warrants issued to investors and its placement agent to be $511,399
and the initial fair value of the embedded beneficial conversion feature of the Debentures to be $504,440 (an aggregate
amount of $1,015,839). These amounts were determined by management with the use of an independent valuation specialist
using a Monte Carlo simulation model using the Black-Scholes Merton option pricing model. In accordance with current
accounting guidelines, the excess of $165,839 of derivative liability created over the face amount of the Debentures was
considered to be a cost of the private placement. In addition, the Company also incurred another $193,500 of closing costs
(consisting of $93,500 of placement agent fees and $100,000 of legal fees directly related to the offering). As such, the
Company recorded an $850,000 valuation discount upon issuance, and in 2010, recognized private placement costs of
$358,339 for financial reporting purposes. The aggregate fair value of the derivative liabilities as of September 30, 2011 was
$791,033 (see Note 6).

As of September 30, 2011, the Company has amortized $401,233 of the valuation discount, and the remaining unamortized
valuation discount of $373,767 as of September 30, 2011 has been offset against the face amount of the Debentures for
financial statement purposes.

As of September 30, 2011, the total discount of $1,027,581 is offset against the balance of the Debentures for financial
statement presentation. During the nine months ended September 30, 2011, amortization of loan discount was $1,133,738.

NOTE 6 - DERIVATIVE LIABILITY

In June 2008, the FASB issued authoritative guidance on determining whether an instrument (or embedded feature) is indexed to an
entity’s own stock. Under the authoritative guidance, effective January 1, 2009, instruments which do not have fixed settlement
provisions are deemed to be derivative instruments. The conversion feature of the Company’s Debentures (described in Note 5), and
the related warrants, do not have fixed settlement provisions because their conversion and exercise prices, respectively, may be
lowered if the Company issues securities at lower prices in the future. The Company was required to include the reset provisions in
order to protect the holders of the Debentures from the potential dilution associated with future financings. In accordance with the
FASB authoritative guidance, the conversion feature of the Debentures was separated from the host contract (i.e., the Debentures) and
recognized as a derivative instrument. Both the conversion feature of the Debentures and the related warrants have been characterized
as derivative liabilities to be re-measured at the end of every reporting period with the change in value reported in the statement
of operations.

14




BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 6 - DERIVATIVE LIABILITY (continued)

The derivative liabilities were valued using Monte Carlo simulation model with the following assumptions:

September 30, December 31,
2011 2010

Conversion feature:

Risk-free interest rate 0.13% 1.75%

Expected volatility 78.3% 90.00%

Expected life (in years) 1 years 1.75 years

Expected dividend yield 0 0
Warrants:

Risk-free interest rate 0.69% 1.76%

Expected volatility 103.5% 95.00%

Expected life (in years) 4 years 4.75 years

Expected dividend yield 0 0
Fair Value:

Conversion feature 313,633 464,844

Warrants 477,400 491,130

$ 791,033 3 955,974

The risk-free interest rate was based on rates established by the Federal Reserve Bank. The Company uses the volatility of five
comparable guideline companies to estimate volatility for its common stock. The expected life of the conversion feature of the
Debentures was based on the term of the Debentures and the expected life of the warrants was determined by the expiration date of the
warrants. The expected dividend yield was based on the fact that the Company has not paid dividends to its common stockholders in
the past and does not expect to pay dividends to its common stockholders in the future.

As of September 30, 2011, the aggregate derivative liability of the conversion feature and the warrants was $791,033. For the nine
months ended September 30, 2011, the Company recorded a change in fair value of the derivative liabilities of $164,941.

NOTE 7 - INCOME TAXES

At September 30, 2011, the Company had available federal and state net operating loss carryforwards to reduce future taxable income.
The amounts available were approximately $19,000,000 for federal and for state purposes. The Federal carryforward expires in 2028
and the state carryforward expires in 2018. Given the Company’s history of net operating losses, management has determined that it is
more likely than not the Company will be able to realize the tax benefit of the carryforwards.

Accordingly, the Company has not recognized a deferred tax asset for this benefit. Upon the attainment of taxable income by the

Company, management will assess the likelihood of realizing the tax benefit associated with the use of the carryforwards and will
recognize a deferred tax asset at that time.
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BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 7 - INCOME TAXES (continued)

Current standards require that a valuation allowance be established when it is more likely than not that all or a portion of deferred tax
assets will not be realized.

Significant components of the Company’s deferred income tax assets are as follows:

September 30, 2011 December 31,

(Unaudited) 2010
Deferred income tax asset:
Net operating loss carryforward $ 7,640,000 $ 5,562,000
Valuation allowance (7,640,000) (5,562,000)
Net deferred income tax asset $ — —
Reconciliation of the effective income tax rate to the U.S. statutory rate is as follows:

September 30,
2011 December 31,

(Unaudited) 2010
Tax expense at the U.S. statutory income tax (34.0)% (34.0)%
State tax net of federal tax benefit (5.8)% (5.8)%
Increase in the valuation allowance 39.8% 39.8%
Effective tax rate — —%

The Company adopted authoritative guidance which addresses the determination of whether tax benefits claimed or expected to be
claimed on a tax return should be recorded in the financial statements. Under the current accounting guidelines, the Company may
recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position should be measured based on the largest benefit that has a greater than 50% likelihood of being
realized upon ultimate settlement. Current accounting guidelines also provide guidance on derecognition, classification, interest and
penalties on income taxes, accounting in interim periods and require increased disclosures. At the date of adoption, and as of
September 30, 2011 and December 31, 2010, the Company does not have a liability for unrecognized tax benefits.

NOTE 8 - SHAREHOLDERS’ EQUITY
Shares Issued Upon Conversion of Convertible Notes

During the nine months ended September 30, 2011, $297,250 in principal amount of convertible promissory notes were converted into
390,684 shares of the Company’s common stock in accordance with the original terms of the convertible promissory notes.

Shares Issued Upon Exercise of Warrants

During the nine months ended September 30, 2011, the Company issued 283,332 shares of its common stock upon the exercise
of outstanding warrants resulting in cash proceeds of $148,665 to the Company.
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BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 8 - SHAREHOLDERS’ EQUITY (continued)

Shares Issued Upon Exercise of Warrants (continued)

During the nine months ended September 30, 2011, the Company issued 25,000 shares of its common stock to a new member of the
Company’s board of directors, valued in the aggregate at $23,250 based on the trading price of the Company’s common stock at the
grant date.

NOTE 9 - STOCK OPTIONS AND WARRANTS

Stock Options

At September 30, 2011, options shares outstanding were as follows:

Weighted
Average
Exercise
Shares Price
Balance at January 1, 2011 3,041,728 $2.25
Granted — —
Exercised — —
Expired (1,625,033) $2.03
Balance at September 30, 2011 1,416,695 $2.50
The following table summarizes information about stock options outstanding and exercisable as of September 30, 2011:
Options Outstanding Options Exercisable
Weighted
Number of Average
Shares Weighted Remaining Weighted
Range of Underlying Average Contractual Number Average
Exercise Prices Options Exercise Price Life (in years) of Shares Exercise Price
$2.50 1,416,695 $2.50 1.0 1,416,695 $2.50

There was no aggregate intrinsic value of the 1,416,695 options outstanding and exercisable as of September 30, 2011 based on the
trading price as of the period then ended. At September 30, 2011, all options were vested and there were no unvested options
outstanding.

Warrants

At September 30, 2011, warrants shares outstanding were as follows:
Weighted
Average

Exercise
Shares Price




Balance at January 1, 2011
Granted

Exercised

Expired

Balance at September 30, 2011

15,929,147 $0.96
10,000 $1.00
(283,332) $.52
(1,553,060) $2.00
14,102,755 $0.92
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BALQON CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 9 - STOCK OPTIONS AND WARRANTS (continued)

Warrants (continued)

During the nine months ended September 30, 2011, the Company issued 283,332 shares of its common stock upon the exercise
of outstanding warrants resulting in cash proceeds of $148,666 to the Company.

The following table summarizes information about stock warrants outstanding and exercisable as of September 30, 2011:

Warrants Outstanding Warrants Exercisable
Weighted
Average
Number of Shares Remaining Weighted
Range of Underlying Weighted Average Contractual Number Average
Exercise Prices Warrants Exercise Price Life (in years) of Shares Exercise Price
$0.50 1,782,660 $0.50 $0.9 1,782,660 $0.50
$0.64 8,680,500 $0.64 $4.0 8,680,500 $0.64
$1.00 50,000 $1.00 $2.1 50,000 $1.00
$1.50 3,285,000 $1.50 $0.64 3,285,000 $1.50
$2.50 304,595 $2.50 $0.4 304,595 $2.50
14,102,755 14,102,755

As of September 30, 2011, the aggregate intrinsic value of the warrants outstanding and exercisable was $1,191,257.
NOTE 10 - COMMITMENTS AND CONTINGENCIES

City of Los Angeles Agreement

On June 26, 2008, the Company entered into an agreement with the City of Los Angeles to manufacture and deliver 20 electric yard
tractors, 5 short-haul electric tractors, and associated equipment including chargers, batteries and controllers for a total of $5,383,750.
As of September 30, 2011, the Company had delivered 14 electric yard tractors and one short-haul electric tractor to the City of Los
Angeles. The Company agreement with the City of Los Angeles terminated on June 26, 2011, and, consequently, the Company does
not have an obligation to sell, and the City of Los Angeles does not have an obligation to buy, the remaining 10 vehicles. The
Company expects to negotiate an agreement with the City of Los Angeles that will allow the Company to deliver the remaining 6
electric yard tractors, 4 short-haul electric tractors and associated equipment to the City of Los Angeles by March 31, 2012. While the
Company is confident that such an agreement with the City of Los Angeles will be reached, no assurance that we will in fact enter into

such an agreement can be given.

During 2009, under the terms of the Company’s agreement with the City of Los Angeles, the Company requested and was issued an
advance payment in the amount of $1,159,601. This advance payment was recorded as a customer deposit. This customer deposit will
be applied against the Company’s final invoices under its purchase order for 25 electric vehicles discussed above. To the extent that
the Company cannot successfully negotiate an agreement with the City of Los Angeles that gives the Company additional time to
deliver the remaining 10 vehicles and associated equipment to the City of Los Angeles under the same terms as the original
agreement, the Company may have to return up to the entire $1,159,601 to the City of Los Angeles.
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NOTES TO CONDENSED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2010 (Unaudited)

NOTE 10 - COMMITMENTS AND CONTINGENCIES (continued)
City of Los Angeles Agreement (continued)

Under its agreement with the City of Los Angeles, the Company agreed to move its research and production facilities to the City of
Los Angeles and also agreed to pay the City of Los Angeles a royalty fee of $1,000 per electric vehicle it sells to a purchaser other
than the City of Los Angeles or the South Coast Air Quality Management District.

Electric Drive System Purchase Order With Related Entity

On January 25, 2011, the Company entered into an agreement with Winston Global Energy (“WGE”), a related entity, whereby WGE
agreed to purchase 300 electric drive systems from the Company at an aggregate purchase price of $15.9 million (the “WGE Purchase
Order”). Under the terms of the WGE Purchase Order, the Company agreed to deliver the electric drive systems to WGE by July 25,
2012. During the nine months ended September 30, 2011, a significant portion of the Company’s production efforts were focused on
designing an electric drive system configuration that can be integrated into 14 to 30 passenger mini-buses in connection with the WGE
Purchase Order. As of November 11, 2011, the Company has delivered one electric drive system under the WGE Purchase Order and
is working with WGE to ensure that it can be integrated into the mini-bus chassis specified by WGE.

NOTE 11 - RELATED PARTY TRANSACTIONS

During the three and nine months ended September 30, 2011, the Company had sales of $348,118 and $651,072, respectively, to
companies related to the Company’s chairman. During the three and nine months ended September 30, 2010, the Company had sales
of $104,808 and $104,808, respectively, to companies related to the Company’s chairman. As of September 30, 2011, $480,567 of
accounts receivable are owed by companies related to the Company’s chairman to the Company.

During the nine months ended September 30, 2011, the Company purchased batteries for a cost of $359,100 from SOL, a company
related to the Company’s chairman. As of September 30, 2011, $359,100 of accounts payable are owed to SOL. See also Note 3 for a

description of the Company’s transactions with SOL.

See also Note 10 for a description of the Company’s transactions with WGE.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis should be read in conjunction with our financial statements and the related notes to
financial statements included elsewhere in this report. This report and our financial statements and notes to financial statements
contain forward-looking statements, which generally include the plans and objectives of management for future operations, including
plans and objectives relating to our future economic performance and our current beliefs regarding revenues we might generate and
profits we might earn if we are successful in implementing our business strategies. Our actual results could differ materially from
those expressed in these forward-looking statements as a result of any number of factors, including those set forth under the “Risk
Factors” section and elsewhere in this report. The forward-looking statements and associated risks may include, relate to or be
qualified by other important factors, including, without limitation:

. the projected growth or contraction in the industries within which we operate;

° our business strategy for expanding, maintaining or contracting our presence in these markets;
. anticipated trends in our financial condition and results of operations; and

e our ability to distinguish ourselves from our current and future competitors.

We do not undertake to update, revise or correct any forward-looking statements.

Any of the factors described above or elsewhere in this report, including in the “Risk Factors” section of this report, or
referenced from time to time in our filings with the Securities Exchange Commission, or SEC, could cause our financial results,
including our net income or loss or growth in net income or loss to differ materially from prior results, which in turn could, among
other things, cause the price of our common stock to fluctuate substantially.

Business Overview

We are a developer and manufacturer of electric drive systems, charging systems and battery systems for trucks, tractors,
buses, industrial equipment and renewable energy storage devices. We also design and assemble electric powered yard tractors, short
haul drayage tractors and inner city trucks utilizing our proprietary drive systems, battery systems and charging systems.

Each of our electric drive systems is comprised of an electric motor, transmission, our proprietary flux vector motor
controller (which controls the speed of an electric motor by varying the input frequency and voltage from a vehicle’s batteries), power
electronic components and proprietary software configured to specific application needs. Our lithium battery systems feature our
proprietary battery management system, or BMS, an electronic device connected to each lithium battery cell to monitor and balance
the state of charge of the battery, including its temperature, voltage and current during charge and discharge cycles. Our proprietary
software allows our BMS to be used on any battery cell chemistry. Our charging systems, introduced in the third quarter of 2011, vary
in capacity ranging from 8 kilo Watt, or kW, to 120 kW in power and 200 Volts to 700 Volts in charge voltage.

A key element of our marketing strategy is to provide fully integrated propulsion and energy systems to vehicle
manufacturers worldwide, allowing original equipment manufacturers, or OEMs, of commercial vehicles, such as trucks, tractors, and
buses, to rapidly integrate our proprietary technologies into diversified vehicle platforms to address a growing global demand for
commercial electric vehicles. We are also engaged in the research and development of battery systems, charging systems and power
inverters (which converts direct current voltage into a alternating current voltage) for use in energy storage devices to reduce peak
loads in commercial applications such as in the telecommunications industry and in large commercial and industrial buildings.
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We sell our electric drive systems, charging systems and battery systems to global OEMs of commercial vehicles and
industrial equipment. A key element of our sales strategy is to develop strategic partnerships with regional OEM’s to jointly develop
commercial electric vehicles incorporating our drive systems, charging systems and battery systems into localized chassis platforms
that meet regional customer needs. We believe that this strategy allows us to market our proprietary technologies to global customers
while reducing product development and integration time for our OEM partners.

We also develop, design, assemble, market and sell zero-emissions heavy-duty electric yard tractors, heavy-duty short haul
drayage tractors, and inner city Class 7 and Class 8 trucks and medium-duty trucks that feature our proprietary electric drive systems,
charging systems and lithium battery systems. Our heavy-duty electric tractors are suitable for use in the transportation of containers
and heavy loads in off-highway applications at facilities such as marine terminals, rail yards, industrial warehouses, intermodal
facilities (facilities where freight is transferred from one mode of transportation to another without actual handling of the freight itself
when changing modes), military bases and industrial plants. Our medium-duty electric trucks can be configured by our customers for
various uses in inner city on-highway applications. For example our customers can configure our medium-duty electric trucks as box
trucks or shuttle busses for use in inner city applications.

As of the date of this report, our electric tractor product portfolio features three products in our Nautilus product line, the
Nautilus XE20, a heavy-duty electric yard tractor, the Nautilus XE30, a heavy-duty electric short-haul tractor, and the Nautilus XR
E20, a longer-range version of the Nautilus XE20. We also offer a heavy-duty Class 7 and Class 8 electric truck, the Mule M150, and
a medium-duty electric truck, the Mule M100. The Mule M100 and the Mule M150 are designed as zero emissions solutions to
transport loads of 4 tons and 7 tons, respectively, and, depending on battery selection, can be configured to have a range of up to 150
miles on a single charge under unloaded conditions.

Recent Developments
Overview

During the first nine months of 2011 and through November 11, 2011, a significant portion of our research and development
efforts, have been focused on the development of electric drive systems, charging systems, and the next generation of our flux vector
motor controllers to address the light and medium-duty vehicle markets. During the third quarter of 2011, we developed our
proprietary charging systems, high frequency fast chargers that have a capacity of up to 160 kW that will provide our customers with
the capability to charge our vehicles in less than two hours. During the third quarter of 2011, we also completed the development of
our next generation flux vector motor controllers, which incorporate the latest transistor technology that is commercially available and
provide higher efficiency and more power than our existing flux vector motor controllers. Our next generation flux vector motor
controllers are designed to work seamlessly with induction motor or permanent magnet motor designs, allowing us the ability to
develop drive systems for light-duty vehicles such as automobiles, pickup trucks and light-duty delivery vehicles. Our efforts during
the third quarter of 2011 also led to the development of power inverters, charging systems and battery systems capable of providing up
to one Mega Watt, or MW, of power in peak load sharing applications in energy storage devices. During the third quarter of 2011, we
also developed and battery systems to address applications such as forklifts and pallet jacks in the telecommunication energy storage
and material handling markets.

21




A significant portion of our production efforts during the first nine months of 2011 and through November 11, 2011, have
been focused on designing an electric drive system configuration that can be integrated into 14 to 30 passenger mini-buses in
connection with an order from Winston Global Energy, or WGE, and an agreement with Ashok Leyland Ltd., integrating the electric
drive systems we developed in connection with the WGE order and our agreement with Ashok Leyland into the mini-bus chassis
specified by each of them, developing a medium-duty on-road electric truck, our Mule M100, and producing Nautilus XR E20s in
connection with an agreement with T&K Logistics, Inc. and an agreement with the City of Los Angeles. Our product engineering
efforts during the first nine months of 2011 resulted in the development of an extended range yard tractor, our Nautilus XR E20,
which is capable of operating over two shifts on a single charge in warehouse applications. In addition, during the third quarter of
2011, we developed a drive system for a yard tractor to address the zero emissions tractor market in Europe. During the third quarter
of 2011, we also developed, tested and sold a Mule M100, a medium-duty inner city truck, configured for use as an electric 32
passenger shuttle bus. Further, during the third quarter of 2011, we developed and sold a chassis that includes our drive system,
battery system and charging system to be configured for use as a 40 foot passenger bus.

Significant Highlights

During the third quarter of 2011, we introduced our charging systems which vary in capacity ranging from 8 kW to 120 kW
in power and 200 Volts to 700 Volts in charge voltage. Our charging systems feature 8 kW modules that are connected in series to
achieve a maximum charge rate of 120 kW. Our charging systems are equipped with our proprietary software that conforms to
Society of Automotive Engineers J1772 communication and protocol requirements.

In October 2011, we sold five units of our next generation flux vector motor controllers to a customer engaged in
manufacturing of monorail systems. Our new generation of motor controllers are equipped with current transistor technology and are
able to work seamlessly with induction or permanent magnet motor designs. We expect to market these flux vector motor controllers
to automobile manufacturers worldwide for use in light-duty passenger vehicle and cargo vehicle applications.

In November 2011, we completed the assembly of and delivered a one MW battery storage system to a local university for
use as peak load sharing device. We will recognize revenue on the delivered system once it becomes operational. The system is
currently being tested and we expect it to become operational by December 31, 2011. Once operational, the battery storage system
will allow us to determine the electricity cost savings to the customer. We expect to use this data to assist us in determining the cost
effectiveness of such systems for future installations.

During the third quarter of 2011, one of our electric drive systems was integrated in to a heavy-duty tow tractor jointly
developed by us and Mol Industries, an OEM located in Europe. As of the date of this report, we have completed initial testing and
demonstration of this vehicle. The completed vehicle conforms to European requirements and meets required CE certifications. We
expect that the demonstrations of the Mol Industries tractor featuring our electric drive system will result in additional orders for our
electric drive systems from OEMs in Europe.

In third quarter of 2011, we sold two Nautilus XR E20 yard tractors, one to a steel manufacturer and one to a military
base. We expect that these Nautilus XR E20s will be used to transport trailers and containers at these facilities. In addition to our
Nautilus XR E20s, we also shipped our new charging systems to these customers, enabling our customers to use the Nautilus XR E20s
during three shift operations.
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During the third quarter of 2011, we developed, tested and sold a Mule M 100, a medium-duty inner city truck, configured for
use as an electric 32 passenger shuttle bus. During this period, we also delivered and sold one 40 foot passenger electric drive chassis
and a charging system to a customer engaged in development of next generation electric buses and passenger vehicles. The chassis
incorporates our drive system and battery system and will be configured by our customer for use as a 40 foot passenger bus. We
expect our customer to complete the body development of the vehicle during the first quarter of 2012 and demonstrate the completed
bus to the local transit department soon thereafter.

During the third quarter, we also sold four battery storage systems to a customer in the telecommunications industry to
demonstrate fuel savings resulting from the use of battery power on remote wireless towers. As of the date of this report, the battery
storage systems are operational and have demonstrated a significant reduction in fuel costs resulting from use of battery power during
oft-peak hours of operation of the wireless towers. Based on our preliminary results of fuel savings, we anticipate that we will receive
additional orders for our battery storage systems from customers in the telecommunications industry during 2012.

Significant Customers and Strategic Partnerships

In November 2010, T&K Logistics, the provider of logistics services to Ford Motor Company and the manager of on-site
transportation of trailers and containers at Ford Motor Company’s assembly plant in Wayne, Michigan, agreed to lease 10 of our
Nautilus yard tractors for use at the assembly plant for a period of 36 months. While we shipped five of our Nautilus XR E20s to T&K
Logistics during the first six months of 2011, T&K Logistics has not accepted delivery of these five units due to delays during the
installation of charging systems into the tractors. The Nautilus XR E20s that we shipped to T&K Logistics featured battery systems
with double the battery energy and, therefore, double the range of our Nautilus XE20s. Due to delays during the installation of
charging systems into the tractors at T&K Logistics’ facility, we have delayed shipment of additional five units to T&K Logistics
until the five tractors that have already been shipped are installed with charging systems and are accepted by T&K Logistics. We will
not begin to generate revenues under the leasing arrangement with T&K Logistics until T&K Logistics accepts the initial five tractors.
We expect the five Nautilus yard tractors that we have shipped to T&K Logistics to be installed with charging systems and be
accepted by T&K Logistics in November 2011 and we intend to deliver the remaining five units to T&K Logistics during the first
quarter of 2012.

In January 2011, we entered into an agreement with WGE, an affiliate of our Chairman of the Board headquartered in
Shenzhen China, under which WGE agreed to purchase 300 of our electric drive systems at an aggregate purchase price of
approximately $15.9 million. The electric drive systems are to be integrated into 14 to 30 passenger mini-buses and must be delivered
by no later than July 25, 2012. During the second and third quarters of 2011, we spent significant efforts towards developing a
medium-duty electric drive system that would seamlessly integrate into a 14 passenger mini-bus chassis specified by WGE. As of the
date of this report, we have delivered one electric drive system under the WGE purchase order and are working with WGE to ensure
that it can be integrated into the mini-bus chassis specified by WGE. We have experienced delays during the integration process due
to chassis limitations and are in the process of redesigning the drive systems to ensure proper integration into the chassis. Once our
electric drive system has been integrated into the 14 passenger mini-bus, the mini-bus will be tested. After the initial mini-bus is
successfully tested and accepted by WGE, we will begin production of the remaining drive systems and begin generating revenues
under the agreement with WGE. We expect to begin testing the 14 passenger mini-bus that incorporates our medium-duty electric
drive system during the first quarter of 2012 and anticipate that we will successfully deliver the 300 electric drive systems to WGE by
July 25, 2012.

23




Under an agreement with the City of Los Angeles, or City of Los Angeles Agreement, we agreed to sell 20 Nautilus E20
heavy-duty electric yard tractors (the predecessor to our Nautilus XE20) and five Nautilus E30 short-haul tractors (the predecessor to
our Nautilus XE30) to the City of Los Angeles for use at the Port of Los Angeles. As of November 11, 2011, we have delivered 14
Nautilus E20s (including four Nautilus XE20s two of which have been retrofitted with extended range lithium batteries and are
referred to as our Nautilus XR E20s) and one Nautilus XE30, to the Port of Los Angeles under the terms of the City of Los Angeles
Agreement. Initial use of the electric vehicles at the Port of Los Angeles evidenced that the vehicles had a range of between five and
six hours. Upon the request of the City of Los Angeles to increase the range of the vehicles to meet two shift operations, we
retrofitted two of the vehicles we had delivered under the City of Los Angeles Agreement with extended range lithium battery
systems, hydraulic systems and idle stop software thereby extending the range of the resultant vehicle, the Nautilus XR E20. The two
retrofitted Nautilus XR E20s have been undergoing testing under various load conditions at a marine facility for approximately 3
months to determine whether the vehicles can operate for two shift operations on a single charge. We believe that the performance of
the Nautilus XR E20s are meeting expectations, and have been requested by the by the City of Los Angeles to retrofit two additional
vehicles with extended range lithium battery systems for testing at an alternate facility. The agreement with the City of Los Angeles
terminated on June 26, 2011, and, consequently, we do not have an obligation to sell, and the City of Los Angeles does not have an
obligation to buy, the remaining 10 vehicles. We expect to negotiate an agreement with the City of Los Angeles that will allow us to
deliver the remaining 6 electric yard tractors, 4 short-haul electric tractors and associated equipment to the City of Los Angeles by
March 31, 2012. While we are confident that such an agreement with the City of Los Angeles will be reached, no assurance can be
given that we will in fact enter into such an agreement.

During the year ended December 31, 2010, we delivered electric drive systems and lithium battery systems to Ashok
Leyland, a large manufacturer of trucks and buses based in India, to be installed into intercity hybrid buses to be used for
demonstration purposes. The intercity hybrid buses incorporating our electric drive systems and lithium battery systems underwent
field tests for eight months. As a result of the successful demonstration and testing of these intercity hybrid buses, in April 2011, we
entered into a Joint Development Agreement with Ashok Leyland under which we will work with Ashok Leyland to jointly develop
and test six electric vehicles (comprised of buses and trucks) using Ashok Leyland’s glider chassis and our electric drive systems and
lithium battery systems. As of the date of this report, we have sold two electric drive systems to Ashok Leyland for integration into
prototype inner city buses. Subject to the six prototypes being delivered and meeting established performance and cost targets and/or
Ashok Leyland obtaining firm requirements from its customers, Ashok Leyland has agreed to purchase a minimum of 14 additional
drive systems from us for sale to its customers.

Distribution Agreement

In December 2010, we entered into a three year distribution agreement, or Distribution Agreement, with Seven One Limited,
or SOL, under which we were appointed as the exclusive authorized distributor in the United States for the promotion, marketing and
sale of lithium iron phosphate batteries and high voltage charging systems manufactured by Seven One Battery Company. On
September 30, 2011, batteries with a value of $2,270,700 were held on consignment. For the nine months ending September 30, 2011,
we sold batteries for an aggregate of $423,738 which batteries had a cost basis of $359,100.

Critical Accounting Policies

Our financial statements have been prepared in accordance with accounting principles generally accepted in the United
States. The preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of
assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. We base our estimates on historical
experience and on various other assumptions that are believed to be reasonable under the circumstances, the results of which form the
basis of making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates under different assumptions or conditions.
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We believe that the following critical accounting policies, among others, affect our more significant judgments and estimates
used in the preparation of our financial statements:

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses
during the reporting period. Material estimates relate to the recognition of contract revenues and estimated costs to complete contracts
in process, and recoverability of reported amounts of long-lived assets. Actual results may differ from those estimates.

Revenues

Sales of Production Units and Parts. We recognize revenue from the sale of completed production units and parts when there
is persuasive evidence that an arrangement exists, delivery of the product has occurred and title has passed, the selling price is both
fixed and determinable, and collectability is reasonably assured, all of which generally occurs upon shipment of our product or
delivery of the product to the destination specified by the customer.

We determine whether delivery has occurred based on when title transfers and the risks and rewards of ownership have
transferred to the buyer, which usually occurs when we place the products with the buyer’s carrier. We regularly review our
customers’ financial positions to ensure that collectability is reasonably assured. Except for warranties, we have no post-sales
obligations.

Contract Revenue and Cost Recognition on Prototype Vehicles. In accounting for contracts, we recognize revenues using the

percentage-of-completion method of accounting by relating contract costs incurred to date to the total estimated costs at
completion. This method is used because management considers costs to be the best available measure of progress on its
contracts. Contract losses are provided for in their entirety in the period that they become known, without regard to the
percentage-of-completion. We also recognize as revenues costs associated with claims and unapproved change orders to the extent it
is probable that such claims and change orders will result in additional contract revenue, and the amount of such additional revenue
can be reliably estimated.

Contract costs include all direct material and labor costs. The liability “Billings in excess of costs and estimated earnings on
uncompleted contracts” represents billings in excess of revenues earned.

Stock-Based Compensation

We periodically issue stock instruments, including shares of our common stock, stock options, and warrants to purchase
shares of our common stock to employees and non-employees in non-capital raising transactions for services and for financing
costs. We account for stock option awards issued and vesting to employees in accordance with authorization guidance of the
Financial Accounting Standards Board, or FASB, where the value of stock-based compensation is measured at the grant date, based on
the fair value of the award, and is recognized as expense over the requisite service period. Options to purchase shares of our common
stock vest and expire according to the terms established at the grant date.

We account for stock options and warrant grants issued and vesting to non-employees in accordance with the authoritative
guidance of the FASB whereas the value of the stock compensation is based upon the measurement date as determined at either (a) the
date at which a performance commitment is reached, or (b) at the date at which the necessary performance to earn the equity
instruments is complete.
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We estimate the fair value of stock options and warrants using the Black-Scholes Merton option-pricing model, which was
developed for use in estimating the fair value of options that have no vesting restrictions and are fully transferable. This model
requires the input of subjective assumptions, including the expected price volatility of the underlying stock and the expected life of
stock options. Projected data related to the expected volatility of stock options is based on the average volatility of the trading prices
of comparable companies and the expected life of stock options is based upon the average term and vesting schedules of the options.
Changes in these subjective assumptions can materially affect the fair value of the estimate, and therefore the existing valuation
models do not provide a precise measure of the fair value of our employee stock options.

We estimate the fair value of shares of common stock issued for services based on the closing price of our common stock on
the date shares are granted.

Derivative Financial Instruments

We evaluate all of our financial instruments to determine if such instruments are derivatives or contain features that qualify
as embedded derivatives. For derivative financial instruments that are accounted for as liabilities, the derivative instrument is initially
recorded at its fair value and is then re-valued at each reporting date, with changes in the fair value reported in the statements of
operations. For stock-based derivative financial instruments, we use the Monte Carlo simulation model to value the derivative
instruments at inception and on subsequent valuation dates. The classification of derivative instruments, including whether such
instruments should be recorded as liabilities or as equity, is evaluated at the end of each reporting period. Derivative instrument
liabilities are classified in the balance sheet as current or non-current based on whether or not net-cash settlement of the derivative
instrument could be required within 12 months of the balance sheet date.

Impairment of Long-Lived Assets

The FASB, has established guidelines regarding when impairment losses on long-lived assets, which include property and
equipment, should be recognized and how impairment losses should be measured. Guidance of the FASB also provides a single
accounting model for long-lived assets to be disposed of and significantly changes the criteria that would have to be met to classify an
asset as held-for-sale. We periodically review, at least annually, such assets for possible impairment and expected losses. If any losses
are determined to exist they are recorded in the period when such impairment is determined. Based upon management’s assessment,
there were no indicators of impairment of our long lived assets at September 30, 2011 or December 31, 2010.

Financial Condition and Results of Operations

Our total revenues increased by $785,820, or 118%, to $1,450,549 for the first nine months of 2011 as compared to $664,729
for the first nine months of 2010. Our total revenues increased by $712,632, or 583%, to $834,943 for the third quarter of 2011 as
compared to $122,311 for third quarter of 2010. The increase in revenues was as a result of the introduction of our new products and
drive system, battery system and charging system technologies that we developed during 2011. Gross profits during the first nine
months of 2011 was § 312,179, up $257,326, or 469%, from same period in 2010. This increase is primarily due to higher revenues
resulting from improved manufacturing utilization and reduced material cost of our battery systems.
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We reported a net loss of $4,684,495 for the first nine months of 2011 as compared to a net loss of $3,049,931 for the first
nine months of 2010. We reported a net loss of $1,012,383 for the third quarter of 2011 as compared to a net loss of $1,259,560 for
the third quarter of 2010. Loss from operations during the first nine months was $3,459,171, an increase of $1,573,930 over losses
from operations during the first nine months of 2010. However, losses from operations as a percentage of sales during the first nine
months of 2011 was 238%, as compared to losses from operations as a percentage of sales of 292% during the first nine months of
2010. The increase in losses during 2011 is primarily attributable to increases research and development costs associated with our
increased research and development efforts and marketing costs associated with our new products and technologies.

Our product mix during the first nine months of 2011 was greater than our product mix during the first nine months of
2010. Sales of our electric drive systems accounted for 55% of our total sales during the first nine months of 2011 as compared to
26% of total sales during the first nine months of 2010. During the first nine months of 2011, our sales of vehicles and parts
accounted for 29% of our total sales, while during the first nine months of 2010, our sales of vehicles and parts accounted for 48% of
total sales.

In December 2010, we raised $5,000,000 in connection with a private placement of common stock and warrants. Using the
capital we raised in December 2010, we ramped up our production processes during the first nine months of 2011.

Our lack of significant revenues during the first nine months of 2011 is a direct result of the length and complexity of our
product development process. Typically, we experience a significant time lag between receiving an order for our electric drive
systems or battery systems and recognizing revenue in connection with the order due to the development time required to integrate our
technologies into new vehicle platforms specified by our customers. For example, while our electric drive systems and battery
systems can be integrated into a multitude of product platforms, often times a substantial amount of time is needed to make design
modifications to our product to ensure its integration into each new vehicle platform. In most cases new designs require sourcing of
raw materials contributing further to the already lengthy production time. In the case of a new customer or a new product platform, it
is customary in our business to complete and deliver a single unit prior to producing the entire order. Once the initial product is
delivered, installed and accepted by our customer, we begin production on the remaining order based on production delivery dates
agreed upon with our customer.

While most of our production efforts during the first nine months of 2011 were focused on the WGE purchase order and the
T&K Logistics leasing arrangement, 55% of our revenues during the period were derived from the delivery of drive systems to our
OEM customers in the United States, Asia and Europe. These drive systems were customized for vehicle configurations to be used in
both on-road and off-road applications. We anticipate that the delivery of these drive systems will result in additional orders from our
OEM partners in the future.

As of September 30, 2011, we had a working capital deficiency of $2,987,492, an accumulated deficit of $20,023,388 and
reported a net loss for the first nine months of 2011 of $4,684,495. Our plans for correcting these deficiencies include the future sales
of our products and the raising of capital, which we expect will help provide us with the liquidity necessary to meet operating
expenses. Over the longer-term, we plan to achieve profitability through the sale of our drive systems, electric vehicles and other
products.

Although approximately $15.9 million of our current backlog of approximately $19.5 million is attributable to our
outstanding purchase order for 300 of our electric drive systems from WGE, we believe that our customer base will expand during the
remainder of 2011. During 2012, we expect our sales to grow in markets such as China, India, and Europe. We are optimistic that the
demonstration of electric buses utilizing our technologies for Ashok Leyland during 2010 will result in additional sales in Asia. We
are also optimistic that the demonstration of a heavy-duty tow tractor that features our electric drive system for Mol Industries will
result in additional sales Europe. In addition, we believe that the integration of our drive systems into medium-duty on-road
commercial vehicles will result in increased sales in the United States in 2011. Our OEM partners in domestic and international
markets have experienced increased sales activity for their products, which we expect will result in increased sales for our electric
drive systems and battery systems.
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We anticipate that a majority of future sales of our electric vehicles will be made directly to domestic and international
OEMs. We are optimistic that the demonstration of our extended range Nautilus XR E20 and Mule M100 to existing and potential
customers will result in additional sales of our electric vehicles.

The tables presented below, which compare our results of operations from one period to another, present the results for each
period, the change in those results from one period to another in both dollars and percentage change, and the results for each period as
a percentage of net revenues. The columns present the following:

. The first two data columns in each table show the absolute results for each period presented.

. The columns entitled “Dollar Variance” and “Percentage Variance” shows the change in results, both in dollars and
percentages. These two columns show favorable changes as a positive and unfavorable changes as negative. For
example, when our net revenues increase from one period to the next, that change is shown as a positive number in both
columns. Conversely, when expenses increase from one period to the next, that change is shown as a negative in both
columns.

. The last two columns in each table show the results for each period as a percentage of net revenues.
Third Quarter of 2011 Compared to the Third Quarter of 2010

Results as a Percentage
of Net Revenues for the

Three Months Ended Dollar Percentage Three Months Ended
September 30, Variance Variance September 30,
2011 2010 Favorable Favorable
(Unaudited) (Unaudited) (Unfavorable) (Unfavorable) 2011 2010
Net revenues $ 834943 § 122,311 $ 712,632 583% 100% 100%
Cost of revenues 729,430 113,275 (616,155) (544)% 87% 93%
Gross profit 105,513 9,036 96,477 1,068% 13% 7%
General and
administrative expenses 709,827 482,008 (227,819) 47)% 85% 394%
Research and
development 130,820 63,690 (67,130) (105)% 16% 52%
Depreciation and
amortization 146,490 30,276 (116,214) (384)% 18% 25%
Private placement costs — 359,904 359,904 100% — 294%
Change in derivative
liability (263,199) (58,636) 204,563 349% (32)% (48)%
Interest expense 393,958 391,354 (2,605) ()% 47% 320%
Net loss $ (1,012,383) $ (1,259,560) $ 247,177 20% (121)% (1,030)%

Net Revenues. The increase in our revenues during the third quarter of 2011 is due to a change in the mix of products and
services sold during the quarter as compared to the third quarter of 2010. The new technologies and drive systems we sold during the
third quarter of 2011 were developed during the first and second quarters of 2011. During the third quarter of 2011, 47% of our
revenues were generated from the shipment of drive systems for integration into medium sized buses and a heavy-duty tractor. In
addition, we also sold two of our Nautilus XR E20s, a Mule 100 and a chassis for a 40 foot passenger electric drive chassis during the
third quarter of 2011. In contrast, our revenues during the three months ended September 30, 2010 included revenues derived from
the sale of parts and a fewer number of electric drive systems than we sold during the third quarter of 2011. Based on our current
backlog and capital resources, we expect that our revenues will increase during the fourth quarter of 2011. Additionally, we expect
that sales of our drive systems will represent approximately 75% of net revenues during 2011.
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Gross Profit. During the third quarter of 2011, we generated a gross profit, as a percentage of net revenues, of 13% as
compared to 7% for the third quarter of 2010. The increase in gross profit margins in the third quarter of 2011 as compared to the
third quarter of 2010 is attributable to the higher margins on the sales of drive systems due to improved manufacturing utilization and
the lower material costs related to the production of the battery systems and charging systems we sold during the third quarter of 2011
as compared to lower profit margins on the drive systems we sold during the third quarter of 2010. Based on current cost data for the
products in our backlog that we anticipate will be shipping during the remainder of 2011, we anticipate that our gross profit margin
will be approximately 18% of net revenues for 2011.

General and Administrative Expenses. The increase in general and administrative expenses is comprised largely of an
increase in professional services fees of $192,082 and a net increase of $35,737 of other general and administrative expenses. While
our general and administrative expenses are expected to increase over the near term, these expenses as a percentage of net revenues
are expected to decrease as we increase our net revenues. We expect that over the near term, our general and administrative expenses
will increase as a result of expenses related to increased management personnel, additional administrative and sales personnel, and
additional employees associated with the anticipated ramp up in our business and sales.

Research and Development Expenses. The increase in research and development expenses $67,130 is primarily due to an
increase in salaries and wages associated with additional headcount in our research and development group. Our increased investment
in personnel in our research and development group has resulted in the development of new products, such as the Nautilus XR E20
and the Mule M 100, and new technologies such as our charging systems and next generation flux vector motor controllers to address
medium-duty and light duty markets.. We expect our research and development expenses to increase during the remainder of the year
as we develop new drive systems for our OEM partners worldwide.

Depreciation and Amortization. The increase in depreciation and amortization expenses is due to $116,214 of amortization
expense related to the battery distribution agreement with SOL for the third quarter of 2011, which expense was not incurred during
the third quarter of 2010. We expect depreciation and amortization expenses to continue at comparable levels over the next several
quarters until the Distribution Agreement has been fully amortized in December 2013.

Change in Fair Value of Derivative Liability. The financial instruments that resulted in the derivative liability were acquired
during the third quarter of 2010. During the quarter ended September 30, 2011, the fair value of our derivatives decreased to
$791,033. This amount was determined by management with the use of an independent valuation specialist using a Monte Carlo
simulation model. During the quarter ended September 30, 2011, the change in the fair value of derivatives on our financial
statements was reported as a decrease of $263,199. During the quarter ended September 30, 2010, the change in the fair value of
derivatives on our financial statements was reported as an increase of $58,636. The change in the fair value of the derivative liability
from the quarter ended September 30, 2011 as compared to the quarter ended September 30, 2010, was $204,563.

Interest Expense. The increase in interest expense of $2,605 is largely attributable to interest and amortization of the

beneficial conversion feature of additional convertible notes payable that were issued between September 30, 2010 and September 30,
2011.
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Nine Months Ended September 30, 2011 Compared to the Nine Months Ended September 30, 2010

Results as a Percentage
of Net Revenues for the

Nine Months Ended Dollar Percentage Nine Months Ended
September 30, Variance Variance September 30,
2011 2010 Favorable Favorable

(Unaudited) (Unaudited) (Unfavorable) (Unfavorable) 2011 2010
Net revenues $ 1,450,549 $ 664,729 $ 785,820 118% 100% 100%
Cost of revenues 1,138,370 609,876 (528,494) (871)% 78% 92%
Gross profit 312,179 54,853 257,326 469% 22% 8%
General and
administrative expenses 2,886,272 1,646,975 (1,239,297) (75)% 199% 248%
Research and
development 424,544 187,808 (236,736) (126)% 29% 28%
Depreciation and
amortization 460,534 105,311 (355,223) (337)% 32% 16%
Private placement costs — 359,904 359,904 100% — 54)%
Change in derivative
liability (164,941) (58,636) 106,305 181% 11% (9%
Interest expense 1,390,265 863,422 (526,844) (61)% 96% 130%
Net loss $ (4,684,495) § (3,049,931) § (1,634,564) (54)% (323)% (459)%

Net Revenues. The improvement in revenues during the first nine months of 2011 as compared to the same period in 2010
is largely due a change in the mix of products and services sold during each of the periods. The increase in our revenues during the
nine months ended September 30, 2011, is largely due to a $625,017 increase in sales of drive systems, a $99,439 increase in sales of
vehicles, a $93,897 increase in sales of batteries, and a $53,470 increase in consulting services, offset by a net of $80,984 decrease in
the sales of battery systems and contract revenues. During the nine months ended September 30, 2011, 55% of our revenues were
generated from the shipment of drive systems for integration into medium sized buses and a heavy-duty tractor, 29% of our sales were
comprised of sales of our electric vehicles and related battery charging equipment, 13% of our sales were from batteries and battery
systems, and 3% of our revenues were from consulting services. During the first nine months of 2010, our revenues were derived
from the sale of just one electric vehicle, a fewer number of drive systems and flux vector motor controllers than we have sold during
2011, part sales and contract revenues of $34,874.

Gross Profit. During the first nine months of 2011, our gross profit margin of 22% was attributable to the higher margins
on the sales of drive systems due to improved manufacturing utilization and the lower material costs related to the production of the
battery systems and charging systems we sold during the first nine months of 2011. Additionally, during the first nine months of
2011, we recorded revenues from engineering services that were rendered at a minimal direct cost. The gross profit margin of 8%
during the nine months ended September 30, 2010, was attributable to lower profit margins from the sales of electric vehicles and
related battery charging equipment, coupled with no profit margin on the $34,874 of contract revenues generated during the first nine
months of 2010.

General and Administrative Expenses . The increase of $1,239,297 in general and administrative expenses is comprised

largely of an increase in legal, consulting and professional fees of $450,516, marketing expenses of $372,416 salaries and wages of
$141,713, unapplied overhead of $454,465, and a net decrease of $181,813 of other general and administrative expenses.
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Research and Development Expenses. The increase of $236,736 in research and development expenses is comprised of a
$28,922 increase in supplies and a $207,813 increase in salaries and wages related to personnel employed to further our research and
development efforts.

Depreciation and Amortization. The increase in depreciation and amortization expenses of $355,223 is due largely to a
$370,335 of amortization expense related to the battery distribution agreement with SOL for the first nine months of 2011, which
expense was not incurred during the first nine months of 2010.

Change in Fair Value of Derivative Liability. The financial instruments that resulted in the derivative liability were
acquired during the third quarter of 2010. During the first nine months of 2011, the fair value of our derivatives decreased to
$791,033. This amount was determined by management with the use of an independent valuation specialist using a Monte Carlo
simulation model. During the first nine months of 2011, the change in the fair value of derivatives on our financial statements was
reported as a decrease of $164,941. During the first nine months of 2010, the change in the fair value of derivatives on our financial
statements was reported as an increase of $58,636. The change in the fair value of the derivative liability from the first nine months
of 2011 as compared to the same period in 2010, was $106,305.

Interest Expense. The increase in interest expense of $526,844 is attributable to interest and the amortization of the related
beneficial conversion feature on the additional $536,500 of convertible notes payable that were issued between September 30, 2010
and September 30, 2011.

Liquidity and Capital Resources

During the first nine months of 2011, we funded our operations from cash provided from operations, the issuance of common
stock in connection with the exercise of outstanding warrants and the remaining proceeds from the issuance and sale of our secured
and unsecured debt and equity securities during 2010. As of September 30, 2011, we had a working capital deficiency of $2,987,492
as compared to working capital of $1,955,146 at December 31, 2010. At September 30, 2011 and December 31, 2010 we had an
accumulated deficit of $20,023,388 and $15,338,893, respectively, and cash and cash equivalents of $214,085 and $4,407,273,
respectively. The significant decrease in our cash position is a result of a net increase in inventories of $972,250 that is largely
associated with the shipment of the five Nautilus XR E20s to T&K Logistics that have not been accepted by T&K Logistics as of the
date of this report. Once battery units are installed into these five Nautilus XR E20s, we plan to sell these vehicles to a leasing
company and thereby reduce inventories. In addition, increases in accounts receivable and prepaid expenses by an aggregate of
$890,550 has contributed to our decreased cash position.

During 2009, under the terms of the agreement with the City of Los Angeles, we requested and were issued an advance
payment in the amount of $1,159,601 from the City of Los Angeles. Our agreement with the City of Los Angeles terminated prior to
delivery of all of the vehicles we were required to deliver under the agreement. To the extent we cannot successfully negotiate an
agreement with the City of Los Angeles that gives us additional time to deliver the remaining 10 vehicles and associated equipment to
the City of Los Angeles under the same terms as the original agreement, we may have to return up to the entire $1,159,601 to the City
of Los Angeles.

Our available capital resources at September 30, 2011 consisted primarily of approximately $214,085 in cash and cash
equivalents. We expect that our future available capital resources will consist primarily of cash on hand, cash generated from our
business, if any, and future debt and/or equity financings, if any.

Cash used in operating activities for the first nine months of 2011 was $4,611,384 as compared to $2,081,965 of cash used in
operating activities for first nine months of 2010. During the first nine months of 2011, cash used in operating activities included a net
loss of $4,684,495, depreciation and amortization of $460,534, fair value of common stock issued for services of $23,250,
amortization of note discount of $1,133,738, an increase in the fair value of derivative liabilities of $164,941, and net cash used by
operating assets and liabilities of $1,379,470. Material changes in asset and liabilities at September 30, 2011 as compared to
December 31, 2010 that affected these results include:

L an increase in accounts receivable of $765,475;



an increase in inventory of $972,250;

an increase in prepaid expenses of $125,075;

an increase in accounts payable of $416,678; and
an increase in customer advances of $66,652.
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Cash used in investing activities totaled $30,410 for the first nine months of 2011 as compared to $6,360 of cash used in
investing activities for the first nine months of 2010.

Cash provided by financing activities totaled $448,606 for the first nine months of 2011 as compared to $2,003,063 for the
first nine months of 2010.

Between February 2010 and April 2010, we raised an aggregate of $1,500,000 through the issuance of convertible notes to 11
accredited investors. The convertible notes are convertible into an aggregate of 1,999,993 shares of our common stock. In connection
with this offering, we also issued three-year warrants to purchase an aggregate of 1,999,993 shares of common stock at an exercise
price of $0.50 per share.

Between July 2010 and December 2010, we raised an aggregate of $850,000 through the issuance of senior secured
convertible debentures to 26 accredited investors. The senior secured convertible debentures are secured by a security interest in all of
our personal property (subject to customary exceptions) and were initially convertible into shares of our common stock at an initial
conversion price of $0.75 per share (subject to adjustment). In connection with this offering, we also issued five-year warrants to
purchase an aggregate of 850,000 shares of our common stock at an initial exercise price of $0.75 per share (subject to
adjustment). Under the adjustment provisions of the senior secured convertible debentures and warrants, the conversion price of the
senior secured convertible debentures and the exercise price of the warrants were reduced to $0.64 in connection with a private
placement of our common stock and warrants in December 2010. The terms of the senior secured convertible debentures include a
restriction on our ability to pay dividends on our common stock.

In December 2010, we raised $5,000,000 through the issuance of 7,812,500 shares of our common stock and a five-year
warrant to purchase up to 7,812,500 shares of our common stock at an exercise price of $0.64 per share.

During the first nine months of 2011, we raised $148,666 in connection with the issuance of 283,332 shares of our common
stock upon the exercise of warrants.

Effective February 18, 2009, we entered into a Business Financing Agreement with Bridge Bank, National Association, or
Bridge Bank Agreement. The Bridge Bank Agreement, as amended to date, provides us with an accounts receivable based credit
facility in the aggregate amount of up to $2,000,000.

The credit facility is formula-based and generally provides that the outstanding borrowings under the credit facility may not
exceed an aggregate of 80% of eligible accounts receivable. We must immediately pay any advance made under the credit facility
within 90 days of the earlier of (i) the invoice date of the receivable that substantiated the advance and (ii) the date on which the
advance was made. Interest on the credit facility is payable monthly. As of September 30, 2011, there was $299,941 outstanding
under the credit facility, eligible accounts receivable was $767,383 and availability under the credit facility was $406,3009.

The interest rate is variable and is adjusted monthly based on the per annum prime rate as published by Bridge Bank plus two
percentage points, subject to a minimum rate of 6.0% per annum.
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In the event of a default and continuation of a default, Bridge Bank may accelerate the payment of the principal balance
requiring us to pay the entire indebtedness outstanding on that date. Upon the occurrence and during the continuation of an event of
default, the interest rate applicable to the outstanding balance borrowed under the credit facility will be increased by five percentage
points above the per annum interest rate that would otherwise be applicable.

The credit facility is secured by a continuing first priority security interest in all of our personal property (subject to
customary exceptions). The credit facility may be terminated at any time by either party.

In addition, during 2011, we expect to incur approximately $400,000 in research and development expenses. We believe that
we presently have sufficient plant and production equipment to meet our current operational plan and we do not intend to dispose of
any plant and equipment.

We presently have 25 employees and expect to hire additional personnel to meet production demands of increased product
sales. Our present staff is sufficient to meet our current operational plan and we expect to hire additional personnel as we ramp up our
production efforts during the remainder of 2011.

Although we expect that the anticipated gross profit margin from the completion and delivery of the products in our backlog
will provide us with additional liquidity and capital resources, we believe that we will need additional liquidity and capital resources
through debt and/or equity financing to complete all of our existing and anticipated future product backlog. As discussed in this report
and in notes to our financial statements included in this report, we have suffered recurring losses from operations and at September 30,
2011, we had an accumulated deficiency of $1,704,123 and a working capital deficiency of $2,987,492.

We have been, and currently are, working toward identifying and obtaining new sources of financing. No assurances can be
given that we will be successful in obtaining additional financing in the future. Any future financing that we may obtain may cause
significant dilution to existing stockholders. Any debt financing or other financing of securities senior to common stock that we are
able to obtain will likely include financial and other covenants that will restrict our flexibility. At a minimum, we expect these
covenants to include restrictions on our ability to pay dividends on our common stock. Any failure to comply with these covenants
would have a material adverse effect on our business, prospects, financial condition, results of operations and cash flows. In addition,
our senior secured convertible debentures issued between July and December 2010 contain covenants that include restrictions on our
ability to pay dividends on our common stock.

If adequate funds are not available, we may be required to delay, scale back or eliminate portions of our operations and
product and service development efforts or to obtain funds through arrangements with strategic partners or others that may require us
to relinquish rights to certain of our technologies or potential products or other assets. Accordingly, the inability to obtain such
financing could result in a significant loss of ownership and/or control of our proprietary technology and other important assets and
could also adversely affect our ability to fund our continued operations and our product and service development efforts.
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Backlog

As of November 11, 2011, we had a backlog of $17,753,825. The amount of backlog orders represents revenue that we
anticipate recognizing in the future, as evidenced by purchase orders and other purchase commitments received from customers, but
on which work has not yet been initiated or with respect to which work is currently in progress. Our backlog consists primarily of a
$15.9 million order from WGE, an affiliate of our Chairman of the Board, for 300 electric drive systems. Our backlog also includes an
order for an aggregate of 26 flux vector motor controllers from customers engaged in manufacturing monorail systems, electric buses
and forklifts for use in warehouse applications and our agreement to deliver five additional electric drive systems to Ashok
Leyland. In addition, our backlog includes a one MW energy storage system to be delivered to a local university for use in a peak
load sharing application. We believe that the majority of our current backlog will be shipped within the next 12 months. However,
there can be no assurance that we will be successful in fulfilling such orders and commitments in a timely manner or that we will
ultimately recognize as revenue the amounts reflected as backlog.

Effects of Inflation

The impact of inflation and changing prices has not been significant on the financial condition or results of operations of our
company.

Impacts of New Accounting Pronouncements

In May 2011, the FASB issued Accounting Standards Update, or ASU, No.2011-4, which amends the Fair Value
Measurements Topic of the Accounting Standards Codification to help achieve common fair value measurement and disclosure
requirements in GAAP and International Financial Reporting Standards. ASU No. 2011-4 does not require additional fair value
measurements and is not intended to establish valuation standards or affect valuation practices outside of financial reporting. The
ASU is effective for interim and annual periods beginning after December 15, 2011. We will adopt the ASU as required. The ASU
will affect our fair value disclosures, but will not affect our results of operations, financial condition or liquidity.

In June 2011, the FASB issued ASU No. 2011-5, which amends the Comprehensive Income Topic of the ASU. The ASU
eliminates the option to present the components of other comprehensive income as part of the statement of changes in shareholders’
equity, and instead requires consecutive presentation of the statement of net income and other comprehensive income either in a
continuous statement of comprehensive income or in two separate but consecutive statements. ASU No. 2011-5 is effective for
interim and annual periods beginning after December 15, 2011. We will adopt the ASU as required. The ASU will have no affect on
our results of operations, financial condition or liquidity.

In September 2011, the FASB issued ASU 2011-08, “Testing Goodwill for Impairment,” an update to existing guidance on
the assessment of goodwill impairment. This update simplifies the assessment of goodwill for impairment by allowing companies to
consider qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is less than its carrying
amount before performing the two step impairment review process. It also amends the examples of events or circumstances that
would be considered in a goodwill impairment evaluation. The amendments are effective for annual and interim goodwill impairment
tests performed for fiscal years beginning after December 15, 2011. Early adoption is permitted. We are currently evaluating the
affects adoption of ASU 2011-08 may have on our goodwill impairment testing.

We do not believe that the adoption of the above recent pronouncements will have a material effect on our results of
operations, financial position or cash flow. Other recent accounting pronouncements issued by the FASB (including its Emerging
Issues Task Force), the American Institute of Certified Public Accountants, and the SEC did not or are not believed by management to
have a material impact on our present or future financial statements.
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ITEM 3. Quantitative and Qualitative Disclosures about Market Risk

Not applicable.
ITEM 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We conducted an evaluation under the supervision and with the participation of our management, including our Chief
Executive Officer and Chief Financial Officer, our principal accounting officer, of the effectiveness of the design and operation of our
disclosure controls and procedures. The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended, or Exchange Act, means controls and other procedures of a company that are
designed to ensure that information required to be disclosed by the company in the reports it files or submits under the Exchange Act
is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure controls
and procedures also include, without limitation, controls and procedures designed to ensure that information required to be disclosed
by a company in the reports that it files or submits under the Exchange Act is accumulated and communicated to the company’s
management, including its principal executive and principal financial officers, or persons performing similar functions, as appropriate,
to allow timely decisions regarding required disclosure. Based on this evaluation, our Chief Executive Officer and Chief Financial
Officer concluded as of September 30, 2011 that our disclosure controls and procedures were effective at the reasonable assurance
level.

Inherent Limitations on the Effectiveness of Controls

Management does not expect that our disclosure controls and procedures or our internal control over financial reporting will
prevent or detect all errors and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable,
not absolute, assurance that the objectives of the control systems are met. Further, the design of a control system must reflect the fact
that there are resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent
limitations in a cost-effective control system, no evaluation of internal control over financial reporting can provide absolute assurance
that misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if any, have been or will be
detected.

These inherent limitations include the realities that judgments in decision-making can be faulty and that breakdowns can
occur because of a simple error or mistake. Controls can also be circumvented by the individual acts of some persons, by collusion of
two or more people, or by management override of the controls. The design of any system of controls is based in part on certain
assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated
goals under all potential future conditions. Projections of any evaluation of controls effectiveness to future periods are subject to risks.
Over time, controls may become inadequate because of changes in conditions or deterioration in the degree of compliance with
policies or procedures.

Changes in Internal Control over Financial Reporting
There has been no change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under

the Exchange Act) during the fiscal quarter ended September 30, 2011 that has materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION

ITEM 1. Legal Proceedings

We are not party to any legal proceedings.

ITEM 1A. Risk Factors

In addition to the other information set forth in this report, you should carefully consider the risk factor below and the factors
discussed under “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2010 filed with the SEC on
April 15, 2011, which could materially affect our business, financial condition and results of operations. The risks described below
and in our Annual Report on Form 10-K for the year ended December 31, 2010 filed with the SEC on April 15, 2011, are not the only
risks we face. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may
materially adversely affect our business, financial condition and results of operations.

Without substantial additional financing, we may be unable to achieve the objectives of our current business strategy, which
could force us to delay, curtail or eliminate our product and service development programs thereby adversely affecting our
operations and the price of our common stock.

For the nine months ended September 30, 2011, we recorded a net loss of $4,684,495 and utilized cash in operations of
$4,611,384. As of that date, we had a working capital deficit of $2,987,492 and a shareholders’ deficiency of $1,704,123. Our capital
requirements for the next 12 months will continue to be significant. We have been, and currently are, working toward identifying and
obtaining new sources of financing. No assurances can be given that we will be successful in obtaining additional financing in the
future. Any future financing that we may obtain may cause significant dilution to existing stockholders. Any debt financing or other
financing of securities senior to common stock that we are able to obtain will likely include financial and other covenants that will
restrict our flexibility. At a minimum, we expect these covenants to include restrictions on our ability to pay dividends on our common
stock. Any failure to comply with these covenants would have a material adverse effect on our business, prospects, financial
condition, results of operations and cash flows. In addition, our senior secured convertible debentures contain covenants that include
restrictions on our ability to pay dividends on our common stock.

If adequate funds are not available, we may be required to delay, scale back or eliminate portions of our operations and
product and service development efforts or to obtain funds through arrangements with strategic partners or others that may require us
to relinquish rights to certain of our technologies or potential products or other assets. Accordingly, the inability to obtain such
financing could result in a significant loss of ownership and/or control of our proprietary technology and other important assets and
could also adversely affect our ability to fund our continued operations and our product and service development efforts and adversely
affect the price of our common stock.

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

ITEM 3. Defaults Upon Senior Securities

None.
ITEM 4. (Removed and Reserved).

ITEM 5. Other Information

None.
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ITEM 6. Exhibits

Exhibit
Number Description
31.1 Certification required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.(*)
31.2 Certification required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.(*)
32.1 Certification of President Chief Financial Officer Pursuant to 18 U.S.C. Section 350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.(*)
101.INS XBRL Instance Document. (*)
101.SCH XBRL Schema Document. (*)
101.CAL XBRL Calculation Linkbase Document. (*)
101.DEF XBRL Definition Linkbase Document. (*)
101.LAB XBRL Label Linkbase Document. (*)
101.PRE XBRL Presentation Linkbase Document. (*)

(*) Filed herewith.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

BALQON CORPORATION

Date: November 14, 2011 By: /S/ BALWINDER SAMRA
Balwinder Samra,
President and Chief Executive Officer
(principal executive officer)
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BALQON CORPORATION
EXHIBITS FILED WITH THIS REPORT

Exhibit
Number Description
31.1 Certification required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of President Chief Financial Officer Pursuant to 18 U.S.C. Section 350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.
101.INS XBRL Instance Document
101.SCH XBRL Schema Document
101.CAL XBRL Calculation Linkbase Document
101.DEF XBRL Definition Linkbase Document
101.LAB XBRL Label Linkbase Document
101.PRE XBRL Presentation Linkbase Document
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EXHIBIT 31.1
CERTIFICATION
I, Balwinder Samra, certify that:
1. Thave reviewed this Quarterly Report on Form 10-Q of Balqon Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting.

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial

information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: November 14, 2011

[S/ BALWINDER SAMRA
Balwinder Samra,

Chief Executive Officer (principal executive officer)



EXHIBIT 31.2
CERTIFICATION
I, Robert J. Miranda, certify that:
1. Thave reviewed this Quarterly Report on Form 10-Q of Balqon;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting.

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: November 14, 2011

/S/ ROBERT J. MIRANDA
Robert J. Miranda,
Chief Financial Officer (principal financial and accounting officer)




EXHIBIT 32.1

CERTIFICATION OF
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Balgon Corporation (the “Company”) for the period ended
September 30, 2011 (the “Report”), the undersigned hereby certify in their capacities as Chief Executive Officer and Chief Financial
Officer of the Company, respectively, pursuant to 18 U.S.C. section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley

Act of 2002, that, to their knowledge:

1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as

amended; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of

operations of the Company.

Dated: November 14, 2011 By:/S/ BALWINDER SAMRA
Balwinder Samra
President and Chief Executive Officer
(principal executive officer)

Dated: November 14, 2011 By:/S/ROBERT J. MIRANDA
Robert J. Miranda
Chief Financial Officer
(principal financial and accounting officer)

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or
otherwise adopting the signatures that appear in typed form within the electronic version of this written statement required by Section
906, has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange

Commission or its staff upon request.
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CONDENSED BALANCE SHEETS

(C{E)ST\];D;E)NSED BALANCE SHEETS 09/30/2011 12/31/2010

ASSETS
Current assets

Cash and cash equivalents
Accounts receivable:
Related Parties

Third Parties

Costs and estimated earnings in excess of billings on uncompleted contracts

Inventories

Prepaid expenses

Total current assets

Property and equipment, net

Other assets:

Deposits

Distribution agreement with related entity, net
Trade secrets, net

Goodwill

Total assets

LIABILITIES AND SHAREHOLDERSa
Current liabilities
Accounts payable and accrued expenses:

Related Parties
Third Parties

Customer deposits

EQUITY (DEFICIENCY)

$214,085 $4,407,273

480,567
286,816 1,908
34,224 34,224
1,980,520 1,008,270
195,813 70,738
3192025  5.522.413
69,429 82,473
14,400 14,400
1,033,040 1,403,375
46,744

166,500 166,500

4.475.394 7,235,905

359,100
1,504,253 1,446,674
1,226,253 1,159,601

Loan payable, Bridge Bank 299,941

Advances from shareholder 5,018 5,018
Derivative liability 791,033 955,974
Current portion of convertible notes payable 1,993,919

Total current liabilities 6,179,517 3,567,267
Convertible notes payable, net of discount and current portion 1,157,431
Commitments and Contingencies

Shareholdersa  Equity (Deficiency)

Common stock, $0.001 par value, 100,000,000 shares authorized, 35,641,530 and 34,942,514 shares issued and outstanding on 35,640 34,942

September 30, 2011 and December 31, 2010, respectively

Additional paid in capital
Accumulated deficit

Total shareholdersa  equity (deficiency)

Total liabilities and shareholdersa  equity (deficiency)

Source: BALQON CORP., 10-Q, November 14, 2011

18,283,625 17,815,158
(20,023,388) (15,338,893)
(1.704123) 2,511,207
$4475394 $7.235.905

Powered by Morningstar® Document ResearchSM



CONDENSED BALANCE SHEETS (Parentheticals)

CONDENSED BALANCE SHEETS T 231/
(Parentheticals) (USD $) 09/30/2011 12/31/2010

Common stock par value (in Dollars per $0.001 $0.001
share)

Common stock shares authorized 100,000,000 100,000,000
Common stock shares issued 35,641,530 34,942,514
Common stock shares outstanding 35,641,530 34,942,514

Source: BALQON CORP,, 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM



CONDENSED STATEMENTS OF OPERATIONS

REVENUES:

Related Parties

Third Parties

Total Revenues

COSTS OF REVENUES
GROSS PROFIT
OPERATING EXPENSES

General and administrative

Research and development

Depreciation and amortization

Total operating expenses

LOSS FROM OPERATIONS

Private placement costs

Change in fair value of derivative liabilities
Interest expense

NET LOSS

Net loss per share &  basic and diluted (in Dollars per
share)

Weighted average shares outstanding, basic and diluted (in
Shares)

Source: BALQON CORP., 10-Q, November 14, 2011

onths Ended |9 Months Ended

CONDENSED STATEMENTS OF OPERATIONS 3 Months Ended |3 M s
(USD $) 09/30/2011 09/30/2010

09/30/2011

9 Months Ended
09/30/2010

$348,118 $ 104,808 $ 651,072 $ 104,808
486,825 17,503 799,477 559,921
834,943 122311 1,450,549 664.729

(729,430) (113,275) (1,138,370) (609,876)
105.513 9.036 312,179 54.853
709,827 482,008 2,886,272 1,646,975
130,820 63,690 424,544 187,808
146,490 30,276 460,534 105,311
987.137 575.974 3.771.350 1.940.094

(881.624) (566.938) (3.459.171) (1.885.241)

(359,904) (359,904)

263,199 58,636 164,941 58,636
(393,958) (391,354) (1,390,265) (863,422)
$(1.012.383)  $(1.259.560)  $(4.684.495)  $(3.049.931)
$(0.03) $(0.05) $(0.13) $(0.12)
35,628,762 25,733,348 35,486,984 25,703,256
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CONDENSED STATEMENT OF SHAREHOLDERS' EQUITY

CONDENSED STATEMENT OF SHAREHOLDERS'

EQUITY Addition:al Paid-in Capital CommonA Stock RetainedAEamings

(USD $) [Member] [Member] [Member]

Balances at 2010-12-31 17,815,158 34,942 (15,338,893) 2,511,207
Balances (in Shares) at 2010-12-31 34,942,514

Common shares issued upon conversion of notes payable 296,860 390 297,250
Common shares issued upon conversion of notes payable 390,684

(in Shares)

Common shares issued for cash upon exercise of warrants 148,382 283 148,665
Common shares issued for cash upon exercise of warrants 283,332

(in Shares)

Common stock issued to director 23,225 25 23,250
Common stock issued to director (in Shares) 25,000

Net loss (4,684,495)(4,684,495)
Balances at 2011-09-30 18,283,625 35,640 (20,023,388)(1,704,123)
Balances (in Shares) at 2011-09-30 35,641,530

Source: BALQON CORP,, 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM



CONDENSED STATEMENTS OF CASH FLOWS

CONDENSED STATEMENTS OF CASH FLOWS 9 Months Ended |9 Months Ended
(USD $) 09/30/2011 09/30/2010

Net loss $(4,684,495)  $(3,049,931)

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization 460,534 105,311
Fair value of common stock issued for services 23,250 208,000
Fair value of warrants granted for services 26,562
Cost of private placement 359,904
Change in fair value of derivative liability (164,941) (58,636)
Amortization of note discount 1,133,738 657,490
Accounts receivable (765,475) (165,481)
Costs and estimated earnings in excess of billings (34,224)
Inventories (972,250) (81,731)
Prepaid expenses (125,075) 5,389
Accounts payable and accrued expenses 416,678 (53,968)
Customer advance 66,652

Billings in excess of costs and estimated earnings on uncompleted contracts (650)
Net cash used in operating activities (4.611,384) (2.081.965)
Acquisition of property and equipment (30,410) (6,360)
Net cash used in investing activities (30.410) (6,360)
Proceeds from issuance of common stock upon exercise of warrants 148,665

Net proceeds from bank loan 299,941 91,313
Proceeds from issuance of convertible notes 1,911,750
Net cash provided by financing activities 448.606 2,003,063
Decrease in cash and cash equivalents (4,193.188) (85.262)
Cash and cash equivalents, beginning of period 4,407,273 118,635
Cash and cash equivalents, end of period 214,085 33,373
Income taxes paid 0 0
Interest paid 253,938 223,722
Conversion of notes payable to common stock 297,250 15,000
Fair value of beneficial conversion feature and warrants issued with unsecured convertible 1,500,000
notes

Derivative liability arising from issuance of convertible notes and warrants $ 771,654

Source: BALQON CORP,, 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM



NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES 9 Months Ended
(USD $) 09/30/2011

Significant Accounting Policies [Text Block]

Source: BALQON CORP., 10-Q, November 14, 2011

NOTE 1 — NATURE OF BUSINESS AND SIGNIFICANT
ACCOUNTING POLICIES

The Company

Balqon Corporation, a California corporation (“Balgon
California”), was incorporated on April 21, 2005 and
commenced business operations in 2006. On October 24,
2008, Balgon California completed a merger with BMR
Solutions, Inc., a Nevada corporation (“BMR”), with BMR
being the survivor of the merger. Upon the closing, BMR
changed its name to Balqon Corporation (the
“Company”). The Company develops and manufactures
electric drive systems, charging systems and battery systems
for electric vehicles, industrial equipment and renewable
energy storage devices. The Company also designs and
assembles electric powered yard tractors, short haul drayage
tractors and inner city Class 7 and 8 delivery trucks utilizing its
proprietary drive system technologies.

Basis of Presentation of Unaudited Financial Information
The unaudited financial statements of the Company for the
three and nine months ended September 30, 2011 and 2010
have been prepared in accordance with accounting principles
generally accepted in the United States of America (“GAAP”)
for interim financial information and pursuant to the
requirements for reporting on Form 10-Q and Regulation S-K
for scaled disclosures for smaller reporting
companies. Accordingly, they do not include all the
information and footnotes required by GAAP for complete
financial statements. However, such information reflects all
adjustments  (consisting solely of normal recurring
adjustments), which are, in the opinion of management,
necessary for the fair presentation of the Company’s financial
position and results of operations. Results shown for interim
periods are not necessarily indicative of the results to be
obtained for a full fiscal year. The balance sheet information
as of December 31, 2010 was derived from the audited
financial statements included in the Company’s financial
statements as of and for the years ended December 31, 2010
and 2009 contained in the Company’s Annual Report on Form
10-K filed with the Securities and Exchange Commission
(“SEC”) on April 15, 2011. These financial statements should
be read in conjunction with that report.

Going Concern

For the nine months ended September 30, 2011, the Company
recorded a net loss of $4,684,495 and utilized cash in
operations of $4,611,384. As of September 30, 2011, the
Company had a working capital deficit of $2,987,492 and a
shareholders’ deficiency of $1,704,123. The Company has
been, and currently is, working towards identifying and
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obtaining new sources of financing. No assurances can be
given that the Company will be successful in obtaining
additional financing in the future. Any future financing that the
Company may obtain may cause significant dilution to existing
stockholders. Any debt financing or other financing of
securities senior to common stock that the Company is able to
obtain will likely include financial and other covenants that
will restrict the Company’s flexibility. At a minimum, the
Company expects these covenants to include restrictions on its
ability to pay dividends on its common stock. Any failure to
comply with these covenants would have a material adverse
effect on the Company’s business, prospects, financial
condition, results of operations and cash flows. In addition,
the Company’s senior secured convertible debentures issued
between July and December 2010 contain covenants that
include restrictions on our ability to pay dividends on its
common stock.

If adequate funds are not available, the Company may be
required to delay, scale back or eliminate portions of its
operations and product and service development efforts or to
obtain funds through arrangements with strategic partners or
others that may require the Company to relinquish rights to
certain of its technologies or potential products or other assets.
Accordingly, the inability to obtain such financing could result
in a significant loss of ownership and/or control of the
Company’s proprietary technology and other important assets
and could also adversely affect its ability to fund the
Company’s continued operations and its product and service
development efforts.

Estimates

The preparation of financial statements in conformity with
GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Material
estimates relate to the recognition of contract revenues and
estimated costs to complete, recoverability of reported amounts
of long-lived assets, and assumptions made in valuing
derivative instruments and equity instruments issued for
compensation. Actual results may differ from those estimates.
Revenues

Sales of Production Units and Parts

The Company recognizes revenue from the sale of completed
production units and parts when there is persuasive evidence
that an arrangement exists, delivery of the product has occurred
and title has passed, the selling price is both fixed and
determinable, and collectability is reasonably assured, all of
which generally occurs upon shipment of the Company’s
product or delivery of the product to the destination specified
by the customer.

The Company determines whether delivery has occurred based
on when title transfers and the risks and rewards of ownership



have transferred to the buyer, which usually occurs when the
Company places the products with the buyer’s carrier. The
Company regularly reviews its customers’ financial positions
to ensure that collectability is reasonably assured. Except for
warranties, the Company has no post-sales obligations.
Contract Revenue and Cost Recognition on Prototype Vehicles
The  Company  recognizes  revenues  using  the
percentage-of-completion method of accounting by relating
contract costs incurred to date to the total estimated costs at
completion. This method is used because management
considers costs to be the best available measure of progress on
its contracts. Contract losses are provided for in their entirety
in the period that they become known, without regard to the
percentage-of-completion. The Company also recognizes as
revenues costs associated with claims and unapproved change
orders to the extent it is probable that such claims and change
orders will result in additional contract revenue, and the
amount of such additional revenue can be reliably estimated.
Contract costs include all direct material and labor costs. The
asset “costs and estimated earnings in excess of billings on
uncompleted contracts” represents costs incurred in excess of
revenues billed. The liability “billings in excess of costs and
estimated earnings on uncompleted contracts” represents
billings in excess of revenues earned.

Inventories

Inventories consist mainly of raw materials and are stated at the
lower of cost or market. Cost is determined principally on a
first-in-first-out average cost basis. Recorded inventories at
September 30, 2011 do not include approximately $2,270,700
of batteries and other items held on consignment from Seven
One Battery Company, an affiliate of the Company’s Chairman
of the Board. (See Note 3.)

Goodwill and Intangible Assets

Management performs impairment tests of goodwill and
indefinite-lived intangible assets whenever an event occurs or
circumstances change that indicate impairment has more likely
than not occurred. Also, management performs impairment
testing of goodwill and indefinite-lived intangible assets at least
annually.

The Company reviews intangible assets subject to amortization
at least annually to determine if any adverse conditions exist or
a change in circumstances has occurred that would indicate
impairment or a change in the remaining useful life. If the
carrying value of an asset exceeds its undiscounted cash flows,
the Company writes down the carrying value of the intangible
asset to its fair value in the period identified. If the carrying
value of assets is determined not to be recoverable, the
Company records an impairment loss equal to the excess of the
carrying value over the fair value of the assets.

The Company’s estimate of fair value is based on the best
information available, in the absence of quoted market
prices. The Company generally calculates fair value as the
present value of estimated future cash flows that the Company



expects to generate from the asset using a discounted cash flow
income approach as described above. If the estimate of an
intangible asset’s remaining useful life is changed, the
Company amortizes the remaining carrying value of the
intangible asset prospectively over the revised remaining useful
life. Based upon management’s assessment, there were no
indicators of impairment of the Company’s goodwill or
intangible assets at September 30, 2011 or December 31, 2010.
Loss Per Share

Basic loss per share has been computed using the weighted
average number of common shares outstanding and issuable
during the period. Diluted loss per share is computed based on
the weighted average number of common shares and all
common equivalent shares outstanding during the period in
which they are dilutive. Common equivalent shares consist of
shares issuable upon the exercise of stock options, warrants or
other convertible securities such as convertible notes. As of
September 30, 2011, common stock equivalents were
comprised of options exercisable into 1,416,695 shares of the
Company’s common stock, warrants exercisable into
14,102,755 shares of the Company’s common stock and notes
payable convertible into 3,900,758 shares of the Company’s
common stock. For the three month periods ended September
30, 2011 and 2010, common stock equivalent shares have been
excluded from the calculation of loss per share as their effect is
anti-dilutive.

Financial Assets and Liabilities Measured at Fair Value

The Company uses various inputs in determining the fair value
of its investments and measures these assets on a recurring
basis. Financial assets recorded at fair value in the condensed
balance sheets are categorized by the level of objectivity
associated with the inputs used to measure their fair value.
Authoritative guidance provided by the Financial Accounting
Standards Board (“FASB”) defines the following Ilevels
directly related to the amount of subjectivity associated with
the inputs to fair valuation of these financial assets:

Level 1 Quoted prices in active markets for
identical assets or liabilities.

Level 2 Inputs, other than the quoted prices in
active markets, that is observable either
directly or indirectly.

Level 3 Unobservable inputs based on the
Company’s assumptions.

The following table presents certain investments and liabilities
of the Company’s financial assets measured and recorded at
fair value on the Company’s condensed balance sheets on a
recurring basis and their level within the fair value hierarchy as
of September 30, 2011.

Level 1 Level 2 Level 3 Total

Fair value

of

Derivative

Liability $ — $ — 3 791,033 § 791,033




Derivative Financial Instruments

The Company evaluates its financial instruments to determine
if such instruments are derivatives or contain features that
qualify as embedded derivatives. For derivative financial
instruments that are accounted for as liabilities, the derivative
instrument is initially recorded at its fair value and is then
re-valued at each reporting date, with changes in the fair value
reported in the statements of operations. For stock-based
derivative financial instruments, the Company uses the Monte
Carlo simulation model to value the derivative instruments at
inception and on subsequent valuation dates. The classification
of derivative instruments, including whether such instruments
should be recorded as liabilities or as equity, is evaluated at the
end of each reporting period. Derivative instrument liabilities
are classified in the balance sheet as current or non-current
based on whether or not net-cash settlement of the derivative
instrument could be required within 12 months of the balance
sheet date.

Concentrations

Financial instruments, which potentially subject the Company
to concentrations of credit risk, consist principally of cash and
unsecured accounts receivable.

The Company maintains cash balances at one bank. At times,
the amount on deposit exceeds the federally insured limits.
Management believes that the financial institution that holds
the Company’s cash is financially sound and, accordingly,
minimal credit risk exists.

For the nine months ended September 30, 2011, 24% of total
revenues were from one customer. For the three months ended
September 30, 2011, 37% of total revenue were from one
customer. For the nine months ended September 30, 2010, 48%
of total revenues were from one customer, the City of Los
Angeles. For the three months ended September 30, 2010,
82% of total revenues were from one customer.

At September 30, 2011, 36% of accounts receivable were from
one customer while 27% of accounts receivable were from
another customer. At December 31, 2010, 65% of accounts
receivable were from one customer.

For the nine months ended September 30, 2011, 20% of costs
of revenue were to one vendor. For the nine months ended
September 30, 2010, 58% of costs of revenue were to one
vendor. For the three months ended September 30, 2011, 29%
of costs of revenue were to one vendor. For the three months
ended September 30, 2010, 69% of costs of revenue were to
one vendor.

At September 30, 2011, accounts payable to the largest vendor
represented 30% of accounts payable. Accounts payable to
other two largest vendors represented 25% and 8%,
respectively, of accounts payable at September 30, 2011. At
December 31, 2010, accounts payable to the largest vendor
represented 42% of accounts payable balances. Accounts
payable to other two largest vendors represented 32% and 8%,
respectively, of total accounts payable as of December 31,



2010.

Recent Accounting Pronouncements

In May 2011, the FASB issued Accounting Standards Update
(“ASU”) No. 2011-4, which amends the Fair Value
Measurements Topic of the Accounting Standards Codification
to help achieve common fair value measurement and disclosure
requirements in GAAP and International Financial Reporting
Standards. ASU No. 2011-4 does not require additional fair
value measurements and is not intended to establish valuation
standards or affect valuation practices outside of financial
reporting. The ASU is effective for interim and annual periods
beginning after December 15, 2011. The Company will adopt
the ASU as required. The ASU will affect the Company’s fair
value disclosures, but will not affect the Company’s results of
operations, financial condition or liquidity.

In June 2011, the FASB issued ASU No. 2011-5, which
amends the Comprehensive Income Topic of the ASU. The
ASU eliminates the option to present the components of other
comprehensive income as part of the statement of changes in
shareholders’ equity, and instead requires consecutive
presentation of the statement of net income and other
comprehensive income either in a continuous statement of
comprehensive income or in two separate but consecutive
statements. ASU No. 2011-5 is effective for interim and annual
periods beginning after December 15, 2011. The Company will
adopt the ASU as required. The ASU will have no affect on
the Company’s results of operations, financial condition or
liquidity.

In September 2011, the FASB issued ASU 2011-08, “Testing
Goodwill for Impairment,” an update to existing guidance on
the assessment of goodwill impairment. This update simplifies
the assessment of goodwill for impairment by allowing
companies to consider qualitative factors to determine whether
it is more likely than not that the fair value of a reporting unit is
less than its carrying amount before performing the two step
impairment review process. It also amends the examples of
events or circumstances that would be considered in a goodwill
impairment evaluation. The amendments are effective for
annual and interim goodwill impairment tests performed for
fiscal years beginning after December 15, 2011. Early
adoption is permitted. The Company is currently evaluating
the affects adoption of ASU 2011-08 may have on its goodwill
impairment testing.

Other recent accounting pronouncements issued by the FASB
(including its Emerging Issues Task Force), the American
Institute of Certified Public Accountants, and the SEC did not
or are not believed by management to have a material impact
on the Company’s present or future financial statements.



NOTE 2 - PROPERTY AND EQUIPMENT

NOTE 2 - PROPERTY AND EQUIPMENT
(USD $)

Property, Plant and Equipment Disclosure [Text Block]

9 Months Ended

09/30/2011

NOTE 2 - PROPERTY AND EQUIPMENT
Property and equipment consist of the following:

September 30,
2011 December 31,
(Unaudited) 2010

Computer equipment and software $ 121,680 $ 103,675
Office furniture 35,300 28,484
Equipment 35,941 30,352
Leasehold improvements 21,711 21,711
Total property and equipment, cost 214,632 184,221
Less: accumulated depreciation and
amortization (145,203) (101,748)
Property and equipment, net 69,429 § 82,473

Depreciation and amortization expense on property and equipment for the nine
months ended September 30, 2011 and 2010 was $43,455 and $58,572, respectively.

Source: BALQON CORP., 10-Q, November 14, 2011
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NOTE 3 - DISTRIBUTION AGREEMENT WITH A RELATED ENTITY

NOTE 3 - DISTRIBUTION AGREEMENT WITH A RELATED ENTITY
(USD $)

Revenue Recognition, Services, Licensing Fees [Policy Text Block]

Source: BALQON CORP,, 10-Q, November 14, 2011

9 Months Ended
09/30/2011

NOTE 3 — DISTRIBUTION AGREEMENT WITH A RELATED
ENTITY

On December 14, 2010, the Company entered into a three year
distribution agreement (as amended to date, the “Distribution
Agreement”) with Seven One Limited (“SOL”). Under the Distribution
Agreement, SOL has granted the Company the right to distribute lithium
iron phosphate batteries and high voltage charging systems manufacture
by Seven One Battery Company (the “Products”) on an exclusive basis in
the United States. The Company’s Chairman of the Board, Winston
Chung, is the chief executive officer of SOL. As consideration for the
Distribution Agreement, on December 14, 2010, the Company issued to
SOL 1,375,000 shares of the Company’s common stock and a five year
warrant to acquire 1,500,000 shares of the Company’s common stock at
an exercise price of $1.50 per share. The Company determined that the
fair value of the Distribution Agreement was $1,403,375.

In January 2011, based on the terms of the Distribution Agreement, the
Company received battery units valued at $2,629,800 on a consignment
basis. During the nine months ending September 30, 2011, the Company
sold batteries for aggregate sales proceeds of $423,738 with a cost of
$359,100 which amount is included on the accompanying Statement of
Operations. As of September 30, 2011, the Company held the remaining
battery units valued at $2,270,700 on a consignment basis.

On April 13, 2011, the Company entered into an amendment to the
Distribution Agreement with SOL to correctly reflect, among other
things, the chain of distribution among the parties to the Distribution
Agreement and the manufacturer of the Products.

The Company received a letter alleging that the Distribution Agreement
infringes on the rights a certain party has under certain agreements
between that party and Thunder Sky Battery Limited. The Company
believes that these allegations are without merit and intends to vigorously
defend against any claims brought against the Company; however, the
Company could incur substantial costs and diversion of management
resources defending any such claims — even if the Company is ultimately
successful in the defense of such matter.

The Distribution Agreement is being amortized on a straight line basis
over the three year term of the agreement.

September 30,
2011 December 31,
(Unaudited) 2010
Value of Distribution Agreement $ 1,403,375 $ 1,403,375
Less: accumulated amortization 370,335 —

Distribution Agreement, net $ 1,033,040 $ 1,403,375
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NOTE 4 - LOAN PAYABLE - BRIDGE BANK

NOTE 4 - LOAN PAYABLE - BRIDGE BANK 9 Months Ended
(USD $) 09/30/2011

Long-term Debt [Text Block]

NOTE 4 - LOAN PAYABLE - BRIDGE BANK

On February 25, 2009, the Company executed a Business Financing Agreement, dated
February 18, 2009, with Bridge Bank, National Association (the “Lender”) (the “Initial
Agreement”). The Initial Agreement has been amended by Business Financing Modification
Agreements dated effective February 26, 2009 and August 4, 2009, respectively (the
“Modification Agreements,” and together with the Initial Agreement the “Credit
Agreement”). The Credit Agreement provides the Company with an accounts receivable
based credit facility in the aggregate amount of up to $2,000,000 (the “Credit Facility”). At
September 30, 2011, there was $299,941 outstanding and $313,964 was available under the
terms of the Credit Facility. At December 31, 2010, no amounts were outstanding and
$1,526 was available under the terms of the Credit Facility.

The Credit Facility is formula-based and generally provides that the outstanding borrowings
may not exceed an aggregate of 80% of eligible accounts receivable. The Company must
immediately pay any advance made under the Credit Facility within 90 days of the earlier of
(i) the invoice date of the receivable that substantiated the advance or (ii) the date on which
the advance was made. The Credit Facility is secured by a continuing first priority security
interest in all the Company’s personal property (subject to customary exceptions). Interest on
the Credit Facility is payable monthly, at the per annum prime rate as published by the
Lender plus two percentage points, subject to a minimum rate of 6.0% per annum (6% at
September 30, 2011). The Credit Agreement may be terminated at any time by either party
to the Credit Agreement.

Source: BALQON CORP,, 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM



NOTE 5 - CONVERTIBLE PROMISSORY NOTES

NOTE 5 - CONVERTIBLE PROMISSORY NOTES | 9 Months Ended
(USD $) 09/30/2011

Debt Conversion, Original Debt, Type of Debt NOTE 5 — CONVERTIBLE PROMISSORY NOTES
Convertible notes payable consist of the following as of September 30, 2011 and
December 31, 2010:

September 30,
2011 December 31,
(Unaudited) 2010

Subordinated unsecured convertible notes
payable, interest at 10% per annum payable
quarterly, due March 31, 2012 (1) $ 916,500 $ 985,000
Subordinated unsecured convertible notes
payable, interest at 10% per annum payable
quarterly, due September 1, 2012 (2) 1,330,000 1,483,750
Senior secured convertible notes payable,
interest at 10% per annum payable quarterly,
due September 1, 2012 (3) 775,000 850,000
Convertible notes payable 3,021,500 3,318,750
Less: note discount (1,027,581) (2,161,319)
Convertible notes payable, net of note discount  § 1,993,919 $ 1,157,431
Less: current portion of subordinated unsecured

notes (1,993,919) —
Convertible notes payable, net of note discount

and current portion $ — % 1,157,431

Source: BALQON CORP,, 10-Q, November 14, 2011

(1) Between March 25, 2009 and June 19, 2009, the Company entered into

agreements with 34 accredited investors for the sale by the Company of an
aggregate of $1,000,000 of 10% Unsecured Subordinated Convertible Promissory
Notes which are convertible into an aggregate of 1,000,000 shares of the
Company’s common stock at a conversion price of $1.00 per share of common
stock, subject to adjustment. The notes are subordinated to the right to the prior
payment of all Senior Indebtedness (as defined in the notes). Additionally, the
Company issued three-year warrants to purchase an aggregate of 1,000,000
shares of the Company’s common stock at an exercise price of $1.50 per
share. The conversion price of the notes and the exercise price of the warrants
are only subject to adjustment based on stock splits, stock dividends, spin-offs,
rights offerings, or recapitalization through a large, nonrecurring cash
dividend. During the nine months ended September 30, 2011, $68,500 in
principal amount of these notes was converted to 68,500 shares of the Company’s
common stock. As of September 30, 2011, $916,500 in principal was
outstanding under these notes.

The Company determined that the relative fair value of the warrants upon
issuance was $639,061. The relative fair value was determined using the
methodology prescribed by current accounting guidance. The Company
determined the fair value of the beneficial conversion feature was approximately
$360,939. These amounts were calculated under a Black-Scholes option pricing
model using as assumptions an expected life of 3 years, an industry volatility of
54.39%, a risk free interest rate of 1.15%, and no expected dividend yield. The
relative value of the warrants of $639,061 and the beneficial conversion feature
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of $360,939 was recorded by the Company as a loan discount of $1,000,000,
which the Company is amortizing to interest expense over the life of the
notes. As of September 30, 2011, the unamortized balance of the note discount
was $160,918.

(2) Between February 5, 2010 and April 12, 2010, the Company entered into
agreements with seven accredited investors for the sale by the Company of an
aggregate of $1,500,000 of 10% Unsecured Subordinated Convertible Promissory
Notes which are convertible into an aggregate of 1,999,993 shares of the
Company’s common stock at a conversion price of $0.75 per share of common
stock, subject to adjustment. Additionally, the Company issued three-year
warrants to purchase an aggregate of 1,999,993 shares of the Company’s
common stock at an exercise price of $0.50 per share. In connection with the
offering, the Company issued three year warrants to purchase 15,999 shares of its
common stock at an exercise price of $0.50 per share to two accredited investors
in consideration of finder services rendered. The conversion price of the notes
and the exercise price of the warrants are only subject to adjustment based on
stock splits, stock dividends, spin-offs, rights offerings, or recapitalization
through a large, nonrecurring cash dividend. During the nine months ended
September 30, 2011, $153,750 of the principal of the notes was converted into
204,998 shares of the Company’s common stock. As of September 30, 2011,
$1,330,000 in principal was outstanding under these notes.

The Company determined that the relative fair value of the warrants upon
issuance was $731,710. The relative fair value was determined using the
methodology prescribed by current accounting guidance. The Company
determined the fair value of the beneficial conversion feature was approximately
$768,290. These amounts were calculated under a Black-Scholes option pricing
model using as assumptions an expected life of 3 years, an industry volatility of
between 95% and 116%, a risk free interest rate of 1.47%, and no expected
dividend yield. The relative value of the warrants of $731,710 and the beneficial
conversion feature of $768,290 was recorded by the Company as a loan discount
of $1,500,000, which the Company is amortizing to interest expense over the life
of the notes. As of September 30, 2011, the unamortized balance of the note
discount was $492,894.

(3) Between July 2010 and December 2010, the Company entered into
agreements with 26 accredited investors for the sale by the Company of an
aggregate of $850,000 of 10% Senior Secured Convertible Debentures (the
“Debentures”) which are convertible into an aggregate of 1,133,333 shares of the
Company’s common stock at a conversion price of $0.75 per share, subject to
adjustment. In connection with this offering, the Company also issued to the
investors warrants to purchase an aggregate of 850,000 shares of the Company’s
common stock at an exercise price of $0.75 per share, subject to adjustment. The
Company also issued to its placement agent warrants to purchase 68,000 shares
of the Company’s common stock at exercise price of $0.75 per share, subject to
the same adjustments and terms as those warrants issued to investors.

During the nine months ended September 30, 2011, $75,000 of the principal of
the Debentures was converted into 117,186 shares of the Company’s common
stock. As of September 30, 2011, $775,000 in principal was outstanding under
these Debentures. Under the adjustment provisions of the Debentures and
warrants, the conversion price of the Debentures and the exercise price of the
warrants were reduced to $0.64 in connection with a private placement of our
common stock and warrants in December 2010.

The Debentures are due on September 30, 2012, or at the Company’s sole
discretion, on March 31, 2013 (the “Maturity Date”) or such date as this



Debenture is required or permitted to be repaid as provided in the agreement.
The Debentures are secured under the terms of a security agreement granting the
holders of the Debentures a security interest in all of the Company’s personal
property.

Each of the agreements governing the Debentures and warrants includes an
anti-dilution provision that allows for the automatic reset of the conversion or
exercise price upon any future sale of common stock instruments at or below the
current exercise price. The Company considered the current FASB guidance of
“Determining Whether an Instrument Indexed to an Entity’s Own Stock” which
indicates that any adjustment to the fixed amount (either conversion price or
number of shares) of the instrument regardless of the probability or whether or
not within the issuers’ control, means the instrument is not indexed to the issuers
own stock. Accordingly, the Company determined that the conversion price of
the Debentures and the exercise price of the warrants are not a fixed amount
because they are subject to fluctuation based on the occurrence of future offerings
or events. As a result, the Company determined that the conversion features and
the warrants are not considered indexed to the Company’s own stock and
characterized the fair value of these warrants as derivative liabilities upon
issuance.

The Company determined the aggregate fair value of the warrants issued to
investors and its placement agent to be $511,399 and the initial fair value of the
embedded beneficial conversion feature of the Debentures to be $504,440 (an
aggregate amount of $1,015,839). These amounts were determined by
management with the use of an independent valuation specialist using a Monte
Carlo simulation model using the Black-Scholes Merton option pricing model. In
accordance with current accounting guidelines, the excess of $165,839 of
derivative liability created over the face amount of the Debentures was
considered to be a cost of the private placement. In addition, the Company also
incurred another $193,500 of closing costs (consisting of $93,500 of placement
agent fees and $100,000 of legal fees directly related to the offering). As such,
the Company recorded an $850,000 valuation discount upon issuance, and in
2010, recognized private placement costs of $358,339 for financial reporting
purposes. The aggregate fair value of the derivative liabilities as of September
30,2011 was $791,033 (see Note 6).

As of September 30, 2011, the Company has amortized $401,233 of the valuation
discount, and the remaining unamortized valuation discount of $373,767 as of
September 30, 2011 has been offset against the face amount of the Debentures for
financial statement purposes.

As of September 30, 2011, the total discount of $1,027,581 is offset against the
balance of the Debentures for financial statement presentation. During the nine
months ended September 30, 2011, amortization of loan discount was
$1,133,738.



NOTE 6 - DERIVATIVE LIABILITY

NOTE 6 - DERIVATIVE LIABILITY 9 Months Ended
(USD $) 09/30/2011

Derivative Instruments and Hedging Activities Disclosure [Text Block]

Source: BALQON CORP,, 10-Q, November 14, 2011

NOTE 6 — DERIVATIVE LIABILITY
In June 2008, the FASB issued authoritative guidance on determining
whether an instrument (or embedded feature) is indexed to an entity’s
own stock. Under the authoritative guidance, effective January 1, 2009,
instruments which do not have fixed settlement provisions are deemed to
be derivative instruments. The conversion feature of the Company’s
Debentures (described in Note 5), and the related warrants, do not have
fixed settlement provisions because their conversion and exercise prices,
respectively, may be lowered if the Company issues securities at lower
prices in the future. The Company was required to include the reset
provisions in order to protect the holders of the Debentures from the
potential dilution associated with future financings. In accordance with
the FASB authoritative guidance, the conversion feature of the
Debentures was separated from the host contract (i.e., the Debentures)
and recognized as a derivative instrument. Both the conversion feature
of the Debentures and the related warrants have been characterized as
derivative liabilities to be re-measured at the end of every reporting
period with the change in value reported in the statement of operations.
The derivative liabilities were valued using Monte Carlo simulation
model with the following assumptions:

September December 31,

30,2011 2010

Conversion feature:

Risk-free interest rate 0.13% 1.75%

Expected volatility 78.3% 90.00%

Expected life (in years) 1 years 1.75 years

Expected dividend yield 0 0
Warrants:

Risk-free interest rate 0.69% 1.76%

Expected volatility 103.5% 95.00%

Expected life (in years) 4 years 4.75 years

Expected dividend yield 0 0
Fair Value:

Conversion feature 313,633 464,844

Warrants 477,400 491,130

$ 791,033 $ 955,974

The risk-free interest rate was based on rates established by the Federal

Reserve Bank. The Company uses the volatility of five comparable
guideline companies to estimate volatility for its common stock. The
expected life of the conversion feature of the Debentures was based on
the term of the Debentures and the expected life of the warrants was
determined by the expiration date of the warrants. The expected
dividend yield was based on the fact that the Company has not paid
dividends to its common stockholders in the past and does not expect to
pay dividends to its common stockholders in the future.
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As of September 30, 2011, the aggregate derivative liability of the
conversion feature and the warrants was $791,033. For the nine months
ended September 30, 2011, the Company recorded a change in fair value
of the derivative liabilities of $164,941.

Source: BALQON CORP,, 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM



NOTE 7 - INCOME TAXES

NOTE 7 - INCOME TAXES 9 Months Ended
(USD $) 09/30/2011

Income Tax Disclosure [Text Block]

NOTE 7 - INCOME TAXES

At September 30, 2011, the Company had available federal and state net operating loss carryforwards
to reduce future taxable income. The amounts available were approximately $19,000,000 for federal
and for state purposes. The Federal carryforward expires in 2028 and the state carryforward expires
in 2018. Given the Company’s history of net operating losses, management has determined that it is
more likely than not the Company will be able to realize the tax benefit of the carryforwards.
Accordingly, the Company has not recognized a deferred tax asset for this benefit. Upon the
attainment of taxable income by the Company, management will assess the likelihood of realizing the
tax benefit associated with the use of the carryforwards and will recognize a deferred tax asset at that
time.

Current standards require that a valuation allowance be established when it is more likely than not
that all or a portion of deferred tax assets will not be realized.

Significant components of the Company’s deferred income tax assets are as follows:

September 30,
2011 December 31,
(Unaudited) 2010
Deferred income tax asset:
Net operating loss carryforward $ 7,640,000 $ 5,562,000
Valuation allowance (7,640,000) (5,562,000)
Net deferred income tax asset $ — 3 —

Reconciliation of the effective income tax rate to the U.S. statutory rate is as follows:

September 30,
2011 December 31,
(Unaudited) 2010
Tax expense at the U.S. statutory income tax (34.0)% (34.0)%
State tax net of federal tax benefit (5.8)% (5.8)%
Increase in the valuation allowance 39.8% 39.8%
Effective tax rate — —%

The Company adopted authoritative guidance which addresses the determination of whether tax
benefits claimed or expected to be claimed on a tax return should be recorded in the financial
statements. Under the current accounting guidelines, the Company may recognize the tax benefit
from an uncertain tax position only if it is more likely than not that the tax position will be sustained
on examination by the taxing authorities, based on the technical merits of the position. The tax
benefits recognized in the financial statements from such a position should be measured based on the
largest benefit that has a greater than 50% likelihood of being realized upon ultimate settlement.
Current accounting guidelines also provide guidance on derecognition, classification, interest and
penalties on income taxes, accounting in interim periods and require increased disclosures. At the
date of adoption, and as of September 30, 2011 and December 31, 2010, the Company does not have
a liability for unrecognized tax benefits.

Source: BALQON CORP., 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM



NOTE 8 - SHAREHOLDERS' EQUITY

NOTE 8 - SHAREHOLDERS' EQUITY 9 Months Ended
(USD $) 09/30/2011

Stockholders' Equity Note Disclosure [Text Block]

NOTE 8 - SHAREHOLDERS’ EQUITY

Shares Issued Upon Conversion of Convertible Notes

During the nine months ended September 30, 2011, $297,250 in principal amount of
convertible promissory notes were converted into 390,684 shares of the Company’s
common stock in accordance with the original terms of the convertible promissory notes.
Shares Issued Upon Exercise of Warrants

During the nine months ended September 30, 2011, the Company issued 283,332 shares
of its common stock upon the exercise of outstanding warrants resulting in cash proceeds
of $148,665 to the Company.

During the nine months ended September 30, 2011, the Company issued 25,000 shares of
its common stock to a new member of the Company’s board of directors, valued in the
aggregate at $23,250 based on the trading price of the Company’s common stock at the
grant date.

Source: BALQON CORP,, 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM



NOTE 9 - STOCK OPTIONS AND WARRANTS

NOTE 9 - STOCK OPTIONS AND WARRANTS 9 Months Ended
(USD $) 09/30/2011

Share-based Compensation, Option and Incentive

Plans Policy [Policy Text Block]

Source: BALQON CORP,, 10-Q, November 14, 2011

NOTE 9 — STOCK OPTIONS AND WARRANTS
Stock Options
At September 30, 2011, options shares outstanding were as follows:

Weighted

Average

Exercise

Shares Price

Balance at January 1, 2011 3,041,728 $2.25
Granted — —
Exercised — —
Expired (1,625,033) $2.03
Balance at September 30, 2011 1,416,695 $2.50

The following table summarizes information about stock options outstanding and

exercisable as of September 30, 2011:

Options Outstanding Options Exercisable
Weighted
Average
Number of Weighted Remaining ‘Weighted
Range of Shares Average Contractual Average
Exercise Underlying Exercise Life (in Number Exercise
Prices Options Price years) of Shares Price
$2.50 1,416,695 $2.50 1.0 1,416,695 $2.50

There was no aggregate intrinsic value of the 1,416,695 options outstanding and
exercisable as of September 30, 2011 based on the trading price as of the period then
ended. At September 30, 2011, all options were vested and there were no unvested
options outstanding.

Warrants

At September 30, 2011, warrants shares outstanding were as follows:

Weighted

Average

Exercise

Shares Price

Balance at January 1, 2011 15,929,147 $0.96
Granted 10,000 $1.00
Exercised (283,332) $.52
Expired (1,553,060) $2.00
Balance at September 30, 2011 14,102,755 $0.92

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2011 AND
2010 (Unaudited)

During the nine months ended September 30, 2011, the Company issued 283,332 shares

of its common stock upon the exercise of outstanding warrants resulting in cas
proceeds of $148,666 to the Company.
The following table summarizes information about stock warrants outstanding an
exercisable as of September 30, 2011:

Warrants Outstanding Warrants Exercisable

Range of Number of Shares  Weighted Weighted Number Weighted

Exercise Underlying Average Average of Shares Average

Prices Warrants Exercise Remaining Exercise
Price Contractual Price
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$0.50
$0.64
$1.00
$1.50
$2.50

1,782,660
8,680,500
50,000
3,285,000
304,595
14,102,755

$0.50
$0.64
$1.00
$1.50
$2.50

Life (in

years)
$0.9
$4.0
$2.1
$0.64
$0.4

1,782,660 $0.50
8,680,500 $0.64
50,000 $1.00
3,285,000 $1.50
304,595 $2.50
14,102,755

As of September 30, 2011, the aggregate intrinsic value of the warrants outstanding and

exercisable was $1,191,257.

Source: BALQON CORP., 10-Q, November 14, 2011
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NOTE 10 - COMMITMENTS AND CONTINGENCIES

NOTE 10 - COMMITMENTS AND CONTINGENCIES

(USD $)

Commitments and Contingencies Disclosure [Text Block]

Source: BALQON CORP,, 10-Q, November 14, 2011

09/30/2011

NOTE 10 - COMMITMENTS AND CONTINGENCIES

City of Los Angeles Agreement

On June 26, 2008, the Company entered into an agreement with the City of Los
Angeles to manufacture and deliver 20 electric yard tractors, 5 short-haul electric
tractors, and associated equipment including chargers, batteries and controllers for a
total of $5,383,750. As of September 30, 2011, the Company had delivered 14
electric yard tractors and one short-haul electric tractor to the City of Los Angeles.
The Company agreement with the City of Los Angeles terminated on June 26,
2011, and, consequently, the Company does not have an obligation to sell, and the
City of Los Angeles does not have an obligation to buy, the remaining 10 vehicles.
The Company expects to negotiate an agreement with the City of Los Angeles that
will allow the Company to deliver the remaining 6 electric yard tractors, 4
short-haul electric tractors and associated equipment to the City of Los Angeles by
March 31, 2012. While the Company is confident that such an agreement with the
City of Los Angeles will be reached, no assurance that we will in fact enter into
such an agreement can be given.

During 2009, under the terms of the Company’s agreement with the City of Los
Angeles, the Company requested and was issued an advance payment in the amount
of $1,159,601. This advance payment was recorded as a customer deposit. This
customer deposit will be applied against the Company’s final invoices under its
purchase order for 25 electric vehicles discussed above. To the extent that the
Company cannot successfully negotiate an agreement with the City of Los Angeles
that gives the Company additional time to deliver the remaining 10 vehicles and
associated equipment to the City of Los Angeles under the same terms as the
original agreement, the Company may have to return up to the entire $1,159,601 to
the City of Los Angeles.

Under its agreement with the City of Los Angeles, the Company agreed to move its
research and production facilities to the City of Los Angeles and also agreed to pay
the City of Los Angeles a royalty fee of $1,000 per electric vehicle it sells to a
purchaser other than the City of Los Angeles or the South Coast Air Quality
Management District.

Electric Drive System Purchase Order With Related Entity

On January 25, 2011, the Company entered into an agreement with Winston Global
Energy (“WGE”), a related entity, whereby WGE agreed to purchase 300 electric
drive systems from the Company at an aggregate purchase price of $15.9 million
(the “WGE Purchase Order”). Under the terms of the WGE Purchase Order, the
Company agreed to deliver the electric drive systems to WGE by July 25,
2012. During the nine months ended September 30, 2011, a significant portion of
the Company’s production efforts were focused on designing an electric drive
system configuration that can be integrated into 14 to 30 passenger mini-buses in
connection with the WGE Purchase Order. As of November 11, 2011, the Company
has delivered one electric drive system under the WGE Purchase Order and is
working with WGE to ensure that it can be integrated into the mini-bus chassis
specified by WGE.

Powered by Morningstar® Document ResearchSM



NOTE 11 - RELATED PARTY TRANSACTIONS

NOTE 11 - RELATED PARTY TRANSACTIONS 9 Months Ended
(USD $) 09/30/2011

Related Party Transactions Disclosure [Text Block] NOTE 11 — RELATED PARTY TRANSACTIONS
During the three and nine months ended September 30, 2011, the Company had sales of
$348,118 and $651,072, respectively, to companies related to the Company’s
chairman. During the three and nine months ended September 30, 2010, the Company
had sales of $104,808 and $104,808, respectively, to companies related to the
Company’s chairman. As of September 30, 2011, $480,567 of accounts receivable are
owed by companies related to the Company’s chairman to the Company.
During the nine months ended September 30, 2011, the Company purchased batteries for
a cost of $359,100 from SOL, a company related to the Company’s chairman. As of
September 30, 2011, $359,100 of accounts payable are owed to SOL. See also Note 3
for a description of the Company’s transactions with SOL.
See also Note 10 for a description of the Company’s transactions with WGE.

Source: BALQON CORP,, 10-Q, November 14, 2011 Powered by Morningstar® Document ResearchSM
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